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Financial Highlights

2002

(in millions of dollars except per share and other data) 2003 Restated . -
Operational data R
Revenues S 1,357.9 25.7
. L
Income before income taxes and
minority interest S 36.8 S 49.4
Net income S 27.7* S 36.9*
Earnings per share, diluted S 1.06* S 1.38*
Weighted average shares outstanding, diluted 26.0 26.8
Balance sheet data
Working capital S 198.7 S 192.4
Total assets S 525.6 S 601.4
Debt, non-current ) 3.6 S 53.7
Shareholders’ equity S 308.8 S 2870
Book value per share S 12.04 S 10.84
*After impairment charges in fiscal years 2003 and 2002 of $17.4 million (S0.67 per share) and $0.8 million ($0.03 per share), respectively.
2003 2002
Other data
Number of shareholders 2,800 2,900
Number of employees 2,300 2,600
Revenues
2002
(in millions of dollars) 2003 Restated
Handleman Entertainment Resources S 1,2475 S 1,2016
North Coast Entertainment 126.9 143.9
Eliminations (16.5) (19.8)
TOTAL $ 1,357.9 $ 1,325.7
Handleman Company Music Industry Market Share (caendar year)
25%
22.3%
15% United Kingdom
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To Qur Shareholders

“Adding Value to the Supply
Chain” is the theme running
through not only this Annuat
Report but also Handleman
Company's performance
this past fiscal year, which
concluded on May 3, 2003.
Despite the poor economy
and further declines in
music industry sales
worldwide, Handleman,
once again, achieved
record sales and earnings,
excluding non-recurring
charges related to the sale
of Madacy Entertainment
and the refocusing of
Handleman Online. More
importantly, Handleman
helped its customers
realize added value, as they
continued to outperform the

prior years. The details
regarding these changes
are presented in the
Management's Discussion
& Analysis section of this
Annual Report, as well as in
the Notes to Consolidated
Financial Statements.

During fiscal 2003,
Handleman Company
reconfirmed its commitment
to provide products and
services that create

the greatest value to

our suppliers and retail
customers. With that in
mind, we made strategic
changes in fiscal 2003
to align our organization
around our core category
management and

music industry in the United
the United Kingdom (UK).

Before reviewing the Company’s performance during
fiscal 2003, I would like to comment on the Company’s
request for a 15-day automatic extension to file its Form
10K for fiscal 2003 with the Securities and Exchange
Commission (SEC). As the Company completed its
fiscal year 2003, we were poised to file our Form 10K
by the August 1, 2003 deadline. However, we felt it
was prudent to complete an internal review of certain
accounting transactions that took place in one of our
subsidiaries. This internal review was initiated as a result
of a Securities and Exchange Commission inquiry. The
review involved investigating the accounting treatment
of two separate transactions which occurred during our
fiscal year 2001. Each transaction had a total value of
approximately $1 million. The president of the subsidiary
at the time of these transactions had previously been
dismissed. The Company has cooperated and will
continue to cooperate fully with the SEC. Also, during
the preparation and review of its fiscal 2003 Form 10K,
the Company determined that a change in its method of
revenue recognition was appropriate.

Subsequently, the Company filed its fiscal 2003 Form
10K within the 15-day extension period. While these
changes did not have a material impact on the Company's
financial results, we felt it was the most appropriate
course to reflect these changes in the Company’s fiscal
2003 financial statements, as well as to restate the
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Peter J. Cling, President and Chief Operating Officer (left) and
States (U.S.), Canada and Stephen Strome, Chairman of the Board and Chief Executive Officer

distribution capabilities.

In January 2003, we
refocused Handleman
Online, our e-commerce
unit, to online category management and e-fuffillment, the
business functions where we create the greatest value
for our customers. In addition, late in fiscal 2003 we
sold one of our North Coast Entertainment companies,
Madacy Entertainment, an independent music label that
manufactures and distributes primarily budget music
product and audio compilations. While profitable for all
but one of the nine years we owned it, Madacy's future
growth potential was limited, as was its strategic value to
Handleman. Madacy will, however, continue to be a supplier
of budget and mid-priced music product to the Company.

As a result of these two strategic decisions, Handleman
recorded pre-tax impairment charges in its fiscal 2003
third quarter of $5.1 million to write down Handleman
Online’s technology support hardware and software and
$28.0 million to record the asset impairment charge
related to the sale of Madacy Entertainment. Moving
forward, the refocusing of Handleman Online should
save the Company $6 - S7 million per year in operating
and ongoing technology expenses. The sale of Madacy
generated more than $40 million in cash, including

a tax benefit resulting from the use of a capital loss
carryforward.

Music Industry
By leveraging the experience and knowledge of our
people and state-of-the-art systems, Handieman Company




To @un’ Shareholders (continued)

continues to demonstrate the ability to manage its
business successfully through difficult times. Global sales
of pre-recorded music in calendar 2002 fell 8 percent

in units according to the International Federation of the
Phonographic Industry. U.S. album sales in calendar
2002 experienced another year of decline, dropping
12.7 percent in unit volume. The Canadian music
market's descent was even steeper, dropping 16.4
percent in terms of unit sales. UK music sales were
essentially flat in calendar 2002,

The declines in pre-recorded music sales were principally
attributable to three factors: 1) the lack of strong-selling
new releases; 2) illegal duplication and downloading over
the Internet through the use of file sharing services; and
3) the availability of entertainment alternatives such as
DVDs and video games at competitive prices.

The music industry is cyclical in nature, and mega-hit
new releases tend to come in waves. We anticipate new
artists and genres will emerge and again drive music
sales. In addition, we expect that the music labels will
further support the encryption of CDs, making illegal
copying increasingly difficult. Finally, the industry is re-
examining the price/value equation of pre-recorded music
and exploring ways to either add value by including DVD-
like features on albums or lower pricing by offering mini-
albums or introductory discounts on emerging artist CDs.
Handleman fully supports these efforts and will continue
to contribute its expertise and resources to the industry's
collective development of workable solutions.

Financial Results

Handleman’s net sales reached a record $1.36 billion for
the fiscal year ended May 3, 2003. While sales in the
U.S. declined, increased revenues in the UK and Canada
more than offset that reduction, resulting in an overall
gain of one percent. Our Handleman Entertainment
Resources (H.E.R.) unit generated net sales of $1.25
billion in fiscal 2003, up from $1.20 billion in fiscal
2002.

Absent the asset impairment charges related to the
refocusing of Handleman Online and the sale of Madacy
Entertainment, our net income also reached a record in
fiscal 2003 of $45.1 million or $1.73 per diluted share.
Taking these charges into account, net income was
$27.7 million or $1.06 per diluted share.

Strategic Review

In fiscal year 2003, we embarked on a Company-wide
initiative to drive shareholder value by maximizing and
growing free cash flow. Every employee is engaged in
our strategic priorities to:

Grow profitable revenue
Manage cost relative to growth
Optimize capital

Grow via strategic transactions
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Here's how we managed each of these imperatives during
the past year.

Grow Profitable Revenue

The fundamental driver of Handleman’s strategy is
generating profitable revenue in its current businesses.
We do that by adding value to our existing relationships
with customers through new and enhanced processes,
products, marketing, and technology. We also apply all
or part of our existing business model to new customer
relationships. In the end, these new revenues must
generate incremental profits for the Company.

I'm pleased to report that many of our recent efforts have
proven fruitful. For example, Handleman UK Ltd. helped
its customers grow sales during fiscal 2003 in excess of
22 percent from the prior fiscal year.

Manage Cost Relative to Growth

In a depressed economic environment, it is particularly
important to reduce selling, general and administrative
(SG&A) expenses as a percentage of revenues. That
means developing responsive, efficient and effective
operations that capitalize on innovative processes and
products.

In fiscal year 2003, SG&A expenses — as a percentage
of revenues - declined from 17.1 percent in fiscal year
2002 to 16.2 percent. We are resolved to reduce costs
still further through distribution center productivity gains,
improved financial decision-making tools, and the spread
of best practices and leading-edge systems.

We have already significantly reduced customer
returns, shortened our cycle times, and reduced
inventory investment for ourselves and for our supply
chain partners. We are now in the midst of a three-
year program to improve the efficiency, flexibility,
and scalability of our information systems. Using an
ERP system, we will consolidate and integrate all of
our systems and processes across businesses and
geographies so that the information they furnish is
uniform and immediate. This new “business environment”
will support our current and future business needs,
providing a flexible foundation for further growth.

Optimize Capital

To optimize capital and, ultimately, shareholder value,
Handleman needs to manage and leverage its assets

Adding Value to the Supply Chain




To Qur Shareholders (continved)

while balancing the mix between debt and equity. We
must balance the alternatives in terms of the best

use of our capital by reinvesting in our core category
management business and funding growth opportunities
that offer strategic value, while also returning capital to
shareholders.

On February 26, 2003, our Board of Directors approved
the continuation of our share repurchase program

by authorizing the repurchase of up to 20 percent of
Handleman’s then-outstanding common stock. This

new authorization replaced the previous 10 percent
authorization, which was almost exhausted. We will
continue to repurchase shares with internally generated
funds while simultaneously seeking investment
alternatives that offer an even greater return to our
shareholders.

Grow Via Strategic Transactions

To achieve the ambitious financial objectives we have

set for ourselves, Handleman Company will explore
potential acquisitions and/or strategic partnerships that
align with our core competencies. We will continue to be
opportunistic in our assessment of strategic transactions
that could potentially diversify our customer base,
product line and/or geographical spread. Moreover, we
will identify and fund compelling growth opportunities that
make strategic and economic sense.

Inside Handleman

Handieman'’s values - Honesty and Integrity,
Accountability, Continuous Learning and Improvement,
and Focused on Our Stakeholders — will drive the steady
achievement of our strategy. Moreover, they foster a
culture of strong corporate governance. In fact, our
current corporate governing practices exceed many of
those mandated by recent legislation.

Handleman Company has a long practice of
conservatively interpreting and applying accounting
principles generally accepted in the U.S. We have
confidence in our financial statements and reporting
practices, and senior management’s certifications in
our financial filings bear witness to that confidence.
In addition, effective May 2003, Handleman began
expensing the cost of employee stock options.

Handleman was widely recognized in fiscal 2003 as
both a high-performing company and a rewarding place
to work. For the second year in a row, the Company
made Forbes’ “The Best Big Companies in America
Platinum List,” and H.E.R. was again named the NARM
Merchandiser and Supplier of the Year in calendar 2002.
We are very aware that our people and their expertise
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and skills define Handleman's Channel of Choice™ value
proposition, and we dedicate special efforts to making
their career paths both fulfilling and challenging.

During fiscal 2003, we bid farewell to a few individuals
who made valuable contributions to our organization.
Retiring as Handleman directors were David Handleman
and Richard Cummings. David Handleman, one of the
Company’s founders and former CEOQ, has served on our
Board for 66 years. He will remain Chairman Emeritus.
Richard Cummings, a member of the Board since 1962,
provided Handleman with four decades of sound business
counsel. To fill the Board vacancies, shareholders elected
Eugene Miller and Dr. Irvin Reid. In addition, in June 2003,
Ralph J. Szygenda was elected to our Board. We are
confident that these new members will provide our Board
with the same high-quality, thoughtful leadership that David
and Richard demonstrated over the years.

The Future

Looking ahead, Handleman will continue to drive music
sales for our customers while improving supply chain
efficiency. We will continue to focus on the mass merchant
customer, a segment of the music market that increased
its market share significantly over the past several years
and is poised to capture even more.

Roughly 135 million customers visit a Handleman-
serviced store each week; that's half the U.S. population.
According to proprietary research we've commissioned,
approximately half of these mass merchant shoppers
buy music on impulse. These statistics spell enormous
opportunity.

With nearly 70 years of category management and
distribution experience, Handleman has the knowledge,
technology, and people to be our customers’ and suppliers
Channel of Choice™. Qur expertise in music and in-depth
knowledge of consumer buying patterns allow us to
continually create customers for our customers.

| offer my thanks and encouragement to all the individuals
who made Handleman's performance in fiscal 2003 a
success, and | look forward to implementing in the year
ahead the strategies, promotions, and services that will
further enhance the value we add to the music supply

chain. Q
Stephen Strome,
Chairman of the Board and
Chief Executive Officer
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Handieman Entertainment Resources:
Adding Value to the Supply Chain

From the real-time communications technology
employed in the field to the state-of-the-art sortation
equipment used in our automated distribution
centers to our unparalleled music purchasing

and marketing skills, Handleman Entertainment
Resources adds considerable value to the music
supply chain. Our ability to predict the right
quantity and assortment of titles for each individual
store we service is what distinguishes us as the
Indispensable Link between music suppliers and
mass merchant retailers... and what ensures that
consumers around the world enjoy the music they
want to hear.

Adding Value to the Supply Chain




Handleman Entertainment Resources

As a category manager and distributor of music product,
Handleman Entertainment Resources (H.E.R.) must add

mare value to the music supply chain than it extracts. its
role is to be the indispensable link between suppliers and

mass merchant customers — a link that is more efficient -

and productive than any of the music companies or
retailers could forge on their own.

That role became even more critical this past year as
music sales continued to decline worldwide. Despite

a challenging economic and industry climate, H.E.R.
managed to increase its customers’ productivity and
share of music sales across all the major markets it
serves. In the United States, where industry unit sales fell
nearly 13 percent in 2002, H.E.R.'s customers increased
their market share by more than half a point to 11.3
percent. Handleman UK Ltd.'s customers grew market
share by nearly 2 percentage points to 7.4 percent, and
H.E.R. Canada’s customers seized the lion’s share of
gains — close to 5 percentage points — to claim nearly a
quarter of Canadian music sales in 2002.

While H.E.R.’s sales increased only marginally during
fiscal year 2003 on an absolute basis, it outperformed
the industry in all of its major markets: the U.S., UK,

and Canada. Handleman UK Ltd. enjoyed a banner year,
coming in well ahead of plan. Meanwhile, our Canadian
business achieved record sales and earnings in a market
that dropped a rather precipitous 16.4 percent in terms
of unit sales. This remarkable performance is a credit to
our Channel of Choice™ business model, which was fully
implemented in both Canada and the UK this past year.

Product Management and Logistics

In light of the fact that the music marketplace is
becoming more diverse and segmented in terms of

both genres and customer demographics, H.E.R.
merged its Music Purchasing and Merchandise Planning
operations last year to form a new department, Product
Management and Logistics (PM&L). By marrying the
traditional buying side of our operation with the selling
and logistics support, we can better manage the product
flow and exploit rapid shifts in consumer demand. In
creating PM&L, H.E.R. accomplished two objectives. It
created an organization that is focused on the consumer
so that it can identify and capture opportunities to drive
profitable sales, and it put in place an organization that
can drive the efficiency and effectiveness of a more
seamless supply chain.

This move entails a transition in the music buyer’s role
and mindset that is quite significant. H.E.R."s buyers
are being asked to become resident genre experts and
advocates — a much more proactive and consumner-
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oriented role. Now they must sell what they buy, both
within the H.E.R. organization as well as to mass merchant
customers. The result is a more accountable, streamlined,
and productive team effort.

Customer Teams

Wal-Mart goes to market differently than does Kmart... or
Best Buy... or ShopKo... or Zellers. As we work with these
retailers, we need to develop programs that are consistent
with each of their unique merchandising philosophies,

and that is why H.E.R. has dedicated customer teams.

In fact, so dedicated is the Wal-Mart team, it relocated

to Bentonville, Arkansas in mid-2002 to be closer to its
customer’s home office.

The Kmart team had a busy year as well, as Kmart
focused on its restructuring and announced the closing of

“over 300 underperforming stores, bringing the total closed

to approximately 600 since April 2002. As with all of its
customers, H.E.R. continues to work closely with Kmart
to optimize the productivity and profitability of its music
departments. Having anticipated the Kmart store closings
and already adjusted our overhead structure, the impact
on our own bottom line was not meaningful in fiscal year
2003.

A relatively new customer, Best Buy is handled by a special
team in the New Business Development department. H.E.R.
provides special services to Best Buy, supplying new store
opening inventories and deep catalog fulfillment. H.E.R.
significantly decreased the new store set-up timeline for
Best Buy stores in fiscal 2003 by providing accurate, shelf-
ready, alphabetized product, thus reducing store set-up
labor expenses dramatically.

Marketing/Market Research

According to our proprietary research partner, ACNielsen,
the primary reasons consumers purchase music at mass
merchants are price, convenience and availability of
product. Still, a good many of them leave the store without
buying music.

H.E.R.'s Marketing Department is focused on converting
shoppers into music buyers. Initiatives in place include
cross-merchandising music with other products such as
greeting cards, soft drinks, and seasonal items; securing
out-of-department displays to further increase product
awareness and impulse purchases; working with third
parties on product tie-ins; and seeking niche opportunities
to promote genres such as gospel, children’s, and Latin
music. In addition, Marketing regularly shares best
practices across geographic markets and leverages award
shows like the Grammys to boost sales of performer and
winner titles.




Product Distribution U
The A-Frame technology in H.E.R.’s automated distribution centers enables H.E.R. to ship hit new releases
quickly and efficiently. Each machine is able to process four units per second in shelf-ready condition, so
—  H.E.R. can rapidly replenish top-selling tities without burdening the supply chain with excess inventory. In
fact, H.E.R. can now replenish diminishing new release stocks before the first weekend of sales, allowing
mass merchant customers to achieve an unprecedented level of inventory efficiency.

H.E.R.’s sortation equipment is ideal for catalog product and new store inventories. it automates

the handling of multiple titles and formats, reducing product picking costs substantially. Using this
equipment, H.E.R. is able to ship store-ticketed and alphabetized product orders, dramaticaily reducing
store labor costs.
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Handleman Entertainment Resources (continued)

Field Sales

Our field sales operation is unsurpassed in the music
industry. From store inventory management applications
to state-of-the-art replenishment systems to sales force
automation tools, H.E.R. sets the pace on innovation. Our
newly introduced DM Autonomy toolkit allows our District
Managers to access, via their laptops, all the information
needed to run a business based on facts, rather than
intuition or suspicion. To this foundation, we have added
a number of enhancements this past year to increase our
customers’ sales and satisfy the consumer. We continue
to pilot wireless technologies and have replaced or
upgraded the laptops used by our fultime and part-time
sales representatives in order to facilitate instant, two-way
communications between our headquarters staff and field
sales personnel.

Systems/Operations

Increasing productivity is at the heart of what H.E.R. does
for its customers, and at the heart of those productivity
gains is an advanced information and operations
infrastructure. Whether it is realtime sales force
automation tools or vendor/customer portals that enable
access to relevant, tailored H.E.R. data or the radio
frequency scanning technology at work in our automated
distribution centers, H.E.R. strives to stay 18 to 24
months ahead of the competition.

Fiscal 2003 marked the first year of a three-year
migration to a new Oracle ERP platform that will enable
H.E.R. to improve service to existing customers, as well
as flexibly provide for new ones. The key objectives

of this project - dubbed Symphony - are to support

the Company’s growth strategy, implement consistent
business practices, provide uniform information across
businesses and geographies, create a flexible, agile and
scalable system, and replace aging legacy systems.

On the operations front, the great success story of
fiscal year 2003 was the productivity gain realized in
the UK upon installation of new sortation equipment in
the Warrington distribution center. The new equipment
has dramatically increased productivity per hour, while
lowering the costs to sales ratio significantly.

Awards

H.E.R. coliected a number of accolades in the last fiscal
year including:
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o “2002 NARM Merchandiser and Supplier of the Year.”
This is the second year in a row H.E.R. has been
recognized by its peers in the National Association of
Recording Merchandisers as “best in class.”

o ASDA “A.B.C.D."Award - At ASDA’s annual
conference for its hundreds of suppliers, Handleman
UK Ltd. was singled out for recognition for service
“Above and Beyond the Call of Duty.”

o Handleman Company was also recognized for its
innovative use of technology when it was named to
the Information Week 500, a list of the 500 leading
information technology innovators across all major
industries.

Conclusion

Our field execution is without rival; our distribution
centers are state-ofthe art; and our Channel of Choice™
business model positions us as the leader in the category
management of music. Still, while the services H.E.R.
provides its customers are critical in allowing them to

run their music departments efficiently, they come at a
cost. As the industry suffers unprecedented declines and
consumers clamor for better value, we need to find new
ways to do what we do for less.

Handleman has extensive experience in extracting
unrealized value from the entertainment supply chain.
Less than 10 years ago, we were distributing four
product lines through 21 distribution centers in North
America. Today we have focused our efforts on supplying
one product line, music, to the mass channel through
three highly advanced automated distribution centers. In
so doing, we have increased our productivity and that of
our mass merchant customers dramatically.

As the music-buying population continues to become ever
more diverse and eclectic, so do their musical tastes,
making inventory management at the micro-level even
more critical and challenging. Our competitive advantage
grows stronger. We have systems developed over years
by music experts that allow us to manage a music
assortment down to the individual store level. Moreover,
we have more than 1,000 sets of eyes and ears in the
field who can identify apportunities and execute national
and local programs. H.E.R. truly adds value to the music
supply chain.




Field Sales

H.E.R. has more than 1,000 sales representatives around the world who ensure consumers have constant
and timely access to the music they want to hear. They translate Handieman's state-of-the-art category
management systems into the ideal music display at each of the stores they service.
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Marketing
Handleman research shows that mass merchant shoppers tend to buy music on impulse. Our job as
category managers s to encourage those sales by cross-promoting and merchandising our product with
refevant, high-velocity items, such as soft drinks or greeting cards. Through third party tie-ins, we can
prominently position music product outside the music department, making it convenient for consumers to
buy a CD while shopping for other goods.

“Coca-Cola,” “Diet Coke,” “Sprite,” the Dynamic Ribbon and “Obey Your Thirst" are trademarks of The Coca-Cola Company.
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Satisfied Consumer
Satisfying the individual music consumer is a challenging mission. In any given month, across the 3,500-
plus music departments that H.E.R. services, there are typically 400 to 500 different “top ten"-selling
titles. Music is an intensely local business, and tastes vary from one store to the next based on the unique
demographics of that community. Our Product Management & Logistics department assesses a broad
array of regional variables ~ age, income level, ethnicity, presence of children, genre sales history — to
come up with the ideal assortment of titles for each store.




North Coast Entertainment

With the sale of Madacy Entertainment late in fiscal year
2003, North Coast Entertainment (NCE) — Handleman's
proprietary products subsidiary - now consists of one
operating unit, Anchor Bay Entertainment. Anchor Bay
is a leading independent home video label with a vast
collection of popular titles that spans all genres from
cult horror to fitness/exercise to children’s classics.
Aggressively capitalizing on the continued and growing
popularity of the DVD format, Anchor Bay generated
record revenues for fiscal 2003 and strong earnings.

Anchor Bay Entertainment has established a reputation

in the marketplace as a studio dedicated to resurrecting
forgotten film classics. Over the past few years, Anchor
Bay has developed productive relationships with such
directors as Sam Raimi, Werner Herzog, George Romero,
Monte Hellman, Dario Argento, John Landis, Peter
Jackson, Kathryn Bigelow and Wim Wenders.

By using the finest film transfer techniques and
designing innovative packaging for its portfolio of nearly
500 DvD titles, Anchor Bay has become one of the
premiere companies in this fast-growing entertainment
format. This accomplishment was recognized by the
Academy of Science Fiction, Fantasy & Horror Films this
past year when it awarded the Company the Special
Achievement Saturn Award, marking the first time this
prize was presented to a studio. Moreover, at the 28th
Annual Saturn Awards, Anchor Bay bested many of the
major Hollywood studios when it won top honors for its
packaging of the Evil Dead: Book of the Dead DVD.

Anchor Bay sells to major retail customers in the United
States such as Wal-Mart, Kmart, Best Buy, Musicland,
Blockbuster, Target, Borders, and many more. In Canada,
the Company has long held a 50 percent interest in HGV
Video Productions. This past year, NCE purchased the
remaining 50 percent and renamed the company Anchor
Bay Canada. Anchor Bay Entertainment UK Limited
completed its second year of operation in fiscal 2003
and continued to generate strong sales and profits.

In anticipation of the summer 2003 release of The
Incredible Hulk, Anchor Bay released a double DVD set
in April of two made-for-TV movies based on the hit
television series starring Bill Bixby and Lou Ferrigno. The
initial shipments for these titles constituted the largest
single order Anchor Bay has ever received.

Anchor Bay continues to generate outstanding results
in its trademark genres: horror, fitness and children’s
classics. Anchor Bay is the consumer’s destination of
choice for cult horror films. In addition to such enduring
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classics as Halloween, The Evil Dead and Army of
Darkness, fiscal year 2003 ushered in some exciting
new releases, including Kathryn Bigelow's vampire film,
Near Dark (nominated this year for a Saturn Award),

and the “camp” trilogy, Sleepaway Camp Survival Kit.
Other horror/suspense releases included Society and
To The Devil a Daughter. To coincide with the theatrical
release of Red Dragon on October 4, 2002, Anchor Bay
Entertainment re-promoted its DVD version of Manhunter,
the griginal film based on this Thomas Harris novel,

the first in the Hannibal Lecter trilogy. One of the most
successful titles in Anchor Bay's portfolio, Manhunter
enjoyed a strong boost in sales as a result of this
promation.

in the fitness category, Anchor Bay Entertainment is #1
in market share according to VideoScan, with about 15
percent of total retail sales. Anchor Bay owns the rights
to both the Crunch and For Dummies brands and has
exploited them skillfully to create enduring and profitable
franchises. To date, Anchor Bay has sold more than three
million Crunch units, the most popular being Billy Bianks'
Tae Boxing and last year's Fat Burning Yoga. Since the
fall of 2000, when Anchor Bay acquired rights to For
Dummies, it has sold more than one million units of such
popular titles as Basic Yoga Workout For Dummies and
Pilates for Dummies.

In addition to releasing classic feature films and favorite
workout videos, Anchor Bay Entertainment distributes
one of the most popular children’s video series, Thomas
the Tank Engine & Friends. The recipient of numerous
awards and endorsements, this series has helped Anchor
Bay secure a steady four percent of the children’s
market. The large selection of Thomas & Friends licensed
products — clothing, train sets, games, books, bedding,
music CDs and live events — have helped drive up
Thomas video and DVD sales some 116 percent over the
last two years, making it the most successful brand in the
children's and family category.

Conclusion

Fiscal year 2003 marked further consolidation of
North Coast Entertainment’s operations as Handleman
continued to focus on its core strategic capabilities.
Moving ahead, North Coast Entertainment will continue
to furnish Handleman Company with the opportunity to
diversify our customer base, capture higher margins
and leverage the Company's strengths in distribution,
logistics, and financial strength and discipline. It
remains a compelling complement to our core category
management business.
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Handleman Company Five-Year Review

(in thousands of dollars except per share data and ratios)

Fiscal Fiscal Fiscal Fiscal
Fiscal 2002 2001 2000 1999
2003 Restated Restated Restated Restated
(53 weelks) % {52 weels) % (52 weels) % (52 weels) % {52 weels) %
Note A Note A
SUMMARY OF OPERATIONS:
Revenues $1,357,929 100.0 $1,325,706 100.0 $1,188,477 100.0 51,139,054 100.0 $1,063,251 100.0
Gross profit, after direct
product costs ** 290,486 214 286,633 216 283,453 239 277,807 24.4 255890 24.1
Selling, general & administrative
expenses ** 220,302 16.2 227,286 17.1 213,168 17.9 208,429 183 200,503 189

Depreciation and amortization

{excluding goodwill); included in

selling, general and administrative

expenses 17,749 1.3 19,582 15 16,099 1.4 16,112 1.4 17,635 1.7
Amortization of goodwill, included

in selling, general and

administrative expenses — 5,388 4 4,850 4 3,997 4 2,853 3
Impairment of subsidiary assets 33,100 2.4 5,693 4 — — —
Repositioning and related charges,

and other unusual charges *** — — — — 96,362 9.1
Interest expense, net 318 — 4,234 3 2,745 2 3,178 3 8,088 8
Income {loss) before income taxes

and minority interest 36,766 2.7 49,420 3.7 67,540 5.7 66,200 58 (49,063) *
Income tax expense (benefit) 9,461 7 13,053 1.0 25,808 2.2 26,340 2.3 (16,374) *
Net income (loss) 27,671 2.0 36,914 2.8 41,010 3.5 38,790 3.4 (34,928) *
Proforma net income (loss) —

excluding goodwill amortization

expense, net of related income

taxes 27,671 2.0 41,813 3.2 45,352 3.8 42,188 3.7 (32,797 *
Weighted average number of

shares outstanding - basic 26,046 26,656 27,318 29,425 31,568

- diluted 26,046 26,763 27,458 29,692 31,818
PER SHARE DATA:
Earnings {loss) per share

- basic ) 1.06 S 1.38 ) 1.50 S 1.32 $ (1.11)

- diluted 1.06 1.38 1.49 1.31 (1.11)
Proforma earnings (loss) per share

- excluding goodwill amortization

expense, net of related income

taxes - basic ) 1.06 $ 1.57 S 1.66 S 1.43 S (1.04)

- diluted 1.06 1.56 1.65 1.42 (1.04)
BALANCE SHEET DATA:
Merchandise inventories S 119,979 S 150,646 S 127,251 S 110,087 S 113,569
Goodwill, net 3,406 13,942 19,609 24,369 24,107
Intangible assets, net 44,715 67,214 74,292 61,596 31,955
Total assets 525,564 601,388 587,717 517,519 485,434
Debt, current 3,571 3,571 14,571 14,571 18,571
Debt, noncurrent 3,571 53,749 53,014 33,986 39,857
Working capital 198,716 192,370 161,601 128,535 151,394
Shareholders' equity - ending 308,846 286,971 250,781 221,850 224,113

FINANCIAL RATIOS:

Working capital ratio

(Current assets/current liabilities) 2.0 1.8 1.6 1.5 1.7
Inventory turns

(Direct product costs/average

inventories throughout year) 5.9 5.6 6.2 6.0 4.0
Debt to total capitalization ratio

(Debt, non-current/debt, non-

current plus shareholders' equity) 1.1% 15.8% 17.5% 13.3% 15.1%
Return on assets
(Net income/average assets) 49% 6.2% 7.4% 7.5% *

Return on bezinning shareholders’
equity (Net income/beginning
shareholders' equity) 9.6% 14.7% 18.4% 17.3% *

* Not meaningful.
** Reflects a reclassification of costs (associated with acquiring and preparing inventory for distribution) from selling, general and administrative
expenses to direct product costs for each fiscal year presented.
*** Amount for fiscal 1999 is net of $31,000 gain on sale of subsidiary.
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(in thousands of dollars except per share data and ratios)

Note A.

The following is a restatement of the Company's financial information affecting fiscal years 2000 and 1999 related to its change in method for revenue
recognition from recognition at the time of shipment to recognition upon delivery, and the reclassification of costs associated with acquiring and preparing
inventory for distribution from selling, general and administrative expenses to direct product costs. This restatement is described in Note 2 of Notes to
Consolidated Financial Statements. The cumulative impact of the change in method for revenue recognition was reflected as an adjustment to beginning
retained earnings for fiscal years 2000 and 1999.

SUMMARY OF OPERATIONS:

Revenues
Gross profit, after direct product costs
Selling, general & administrative expenses

Income {loss) before income taxes
and minority interest

Income tax expense (benefit)

Net income (loss)

PER SHARE DATA:
Earnings (loss) per share - basic
- diluted

BALANCE SHEET DATA:

Merchandise inventories

Total assets

Working capital

Shareholders’ equity - beginning
- ending

FINANCIAL RATIOS:

inventory turns
(Direct product costs/average
inventories throughout year)

Debt to total capitalization ratio
(Debt, non-current/debt, non-current
plus shareholders’ equity)

Return on assets (Net income/average
assets)

Return on beginning shareholders’ equity
(Net income/beginning shareholders’

equity)

* Not meaningful.

> Handleman Company 2003

Fiscal 2000 Fiscal 1999

Previously Previously

Reported % Restated % Reported % Restated %

$1,137,605 100.0 $1,139,054 100.0 $1,058,553 100.0 $1,063,251  100.0
288,776 254 277,807 244 266,870 252 255,890 24.1
219,625 19.3 208,429 18.3 211,682 200 200,503 18.9
65,973 5.8 66,200 5.8 (49,262) * {49,063) i
26,255 23 26,340 2.3 (16,449) * (16,374) *
38,648 3.4 38,790 3.4 (35,052) * (34,928) ’

$ 1.31 $ 1.32 $ (11D $ (11D
1.30 1.31 (1.11) (1.11)

S 100,298 $ 110,087 S 102,589 S 113,569
519,683 517,519 487,856 485,434
126,721 128,535 152,721 151,394
225,686 224,113 273,807 272,109
223,282 221,850 225,686 224,113

6.6 6.0 55 4.0
13.2% 13.3% 15.0% 15.1%
7.5%
7.7% * *
17.3%
17.1% * *
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Management’s Discussion and Analysis of Financial Condition and Results of Operations

The Company has two business segments: Handleman Entertainment Resources (“H.E.R.”) and North Coast Entertainment
(“NCE"). H.E.R. consists of music category management and distribution operations, principally in North America and
the United Kingdom (“UK"). NCE encompasses the Company's proprietary operations, which markets video titles on
DVD and VHS formats. Business segment revenues discussed herein include intercompany sales which are eliminated
in consolidation.

The Company has determined that, as a category manager of music product wherein it coordinates freight service
for product purchased by its customers with the assumption of risk effectively remaining with the Company until its
customers receive the product, it was appropriate to change its method for revenue recognition from recognition at
the time of shipment to recognition upon delivery. As a result of this change, product shipments during the last one to
three days of a fiscal quarter will now be recognized as revenues in the next fiscal quarter. In addition, the Company,
through its independent Audit Committee, has completed an internal review resulting from a formal SEC investigation
involving a subsidiary of the Company. The focus of the internal review involved the accounting treatment for two
separate contracts with non-music vendors negotiated by the subsidiary during the fiscal year ended April 28, 2001
(“fiscal 2001"); these contracts were approximately $1.0 million each. Based on this internal review, the Company has
determined that these two coniracts should have been reflected as financing transactions in its financial statements.
The Company has also reclassified costs associated with acquiring and preparing inventory for distribution from selling,
general and administrative expenses to direct product costs for the fiscal years ended April 27, 2002 (“fiscal 2002") and
2001, to conform to the presentation adopted for the fiscal year ended May 3, 2003 (“fiscal 2003"). As a result of the
aforementioned, the Company has restated its financial statements as of and for the two years ended April 27, 2002
and April 28, 2001. See Notes 2, 10 and 11 of Notes to Consolidated Financial Statements for additional restatement
information and a summary of the results of the restated financial statements for the fiscal years ended April 27, 2002
and April 28, 2001 and the previously reported quarterly financial information for fiscal years ended May 3, 2003 and
Aprit 27, 2002.

The following table sets forth revenues, and the percentage contribution to consolidated revenues, for the Company's two
business segments for the fiscal years ended May 3, 2003, April 27, 2002 and April 28, 2001:

Fiscal Years Ended
{in millions of dollars)
April 27, 2002 April 28, 2001

May 3, 2003 Restated Restated
{53 weeks) {52 weeks) {52 weeks)
Handleman Entertainment Resources $1,247.5 $1,201.6 $1,061.8
% of Total 91.9 90.6 89.3
North Coast Entertainment 126.9 1439 140.4
% of Total 9.3 10.9 11.8
Eliminations, principally NCE sales to HE.R.,
net of corporate rental income (16.5) {19.8) (13.7)
% of Total (1.2) (1.5) (1.1)
TOTAL $1,357.9 $1,325.7 $1,188.5
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WMenagement's Discussion and Analysis of Financial Conditien and Results of Operations

Revenues by geographic area, which is based upon the country in which the legal subsidiary is domiciled, for the fiscal
years ended May 3, 2003, April 27, 2002 and April 28, 2001 are as follows:

Fiscal Years Ended
{in millions of dollars}

April 27, 2002 April 28, 2001

May 3, 2003 Restated Restated
{53 weeks) (52 weeks) (52 weeks)

United States $1,044.8 $1,066.1 $1,025.0
United Kingdom 198.2 149.2 57.3
Canada 103.0 91.0 86.4
Other foreign 11.9 194 19.8
$1,357.9 $1,325.7 §1,188.5

Critica] Accounting Policies

The Company's discussion and analysis of its financial condition and results of operations are based upon the Company's
consolidated financial statements, which have been prepared in accordance with accounting principles generally accepted
in the United States of America. The preparation of these financial statements requires the Company to make estimates
and assumptions that affect the reported amounts of assets, liabilities, revenues and expenses, and the related disclosure
of contingent assets and liabilities. The Company continually evaluates its estimates and assumptions which are based on
historical experience and other various factors that are believed to be reasonable under the circumstances. The results
of these estimates and assumptions form the basis for making judgements about the carrying values of certain assets
and liabilities. Historically, actual results have not significantly deviated from those determined using the estimates and
assumptions described above.

The Company believes that the following are its critical accounting policies:

Recognition of Revenues and Future Returns — The Company recognizes revenues upon delivery of product to customers
(“FOB destination”). As a category manager of music product, the Company coordinates freight service for product
purchased by its customers with the assumption of risk effectively remaining with the Company until its customers receive
the product. Customer inspection of merchandise is not a condition of the sale. The Company also manages product
returns which includes both salable and non-salable product, as well as damaged merchandise, and provides credits for
such customer returns. The Company reduces revenues and direct product costs for estimated future returns at the time
of revenue recognition. The estimate for future returns includes both salable and non-salable product. On a quarterly
basis, the Company reviews the estimates for future returns and records adjustments as necessary.

Income Taxes — The provision for income taxes is based on reported income before income taxes and minority interest.
Deferred income taxes are provided for the effect of temporary differences between the amounts of assets and liabilities
recognized for financial reporting purposes and amounts recognized for income tax purposes. Valuation allowances are
recognized to reduce deferred tax assets when it is more likely than not that the assets will not be realized. In assessing
the likelihood of realization, consideration is given to estimates of future taxable income, the character of income needed
to realize future benefits and all available evidence.

Inventory Valuation - Merchandise inventories are recorded at the lower of cost (first-in, first-out) or market. The Company

“accounts for inventories using the full cost method which includes costs associated with acquiring and preparing inventory
for distribution. Substantially all of the Company’s inventory is comprised of compact discs and audio cassettes which
are not substandard from a functional standpoint. Typically, the Company’s suppliers offer return privileges for excess
inventory quantities. Therefore, inventory reserves are provided for the risk that exists related to the carrying value of
non-returnable slow moving inventory that may exceed market value, although the effect of markdowns is minimized since
the Company’s vendors offer some level of return allowances and price protection. On a quarterly basis, management
reviews the Company's carrying value of inventory from a lower of cost or market perspective and makes any necessary
carrying value adjustments.

16




Management’s Discussion and Analysis of Financial Condition and Results of Operations

Acquired Rights — The Company, principally in its proprietary products business, acquires rights to video licenses, giving
it the exclusive privilege to manufacture and distribute such products. The costs of acquired rights include advances paid
to licensors and costs to create a master to be used for duplication. The acquired rights are amortized based upon the
sales volume method over a period which is the lesser of the terms of the agreements or the products’ estimated useful
lives. On a regular basis, the Company performs analyses comparing the carrying values of its acquired rights with the
expected future economic benefit of these assets. Based upon such analyses, the Company adjusts, if necessary, the
value of its acquired rights.

Long-Lived Assets — At each balance sheet date, the Company evaluates the carrying value and remaining estimated
lives of long-lived assets for potential impairment by considering several factors, including management’s plans for future
operations, recent operating results, market trends and other economic facts relating to the operation to which the assets
apply. Recoverability of these assets is measured by a comparison of the carrying amount of such assets to the future
undiscounted net cash flows expected to be generated by the assets. If such assets were deemed to be impaired as a
result of this measurement, the impairment that would be recognized is measured by the amount by which the carrying
amount of the assets exceeds the fair value of the assets.

General

In the third guarter of fiscal 2003, the Company recorded a pre-tax impairment charge of $28.0 million, or $14.1 million
after tax (S0.54 per diluted share), related to the sale of its Madacy Entertainment business unit, This impairment
charge was recorded as “Impairment of subsidiary assets” in the Company's Consolidated Statements of Income and
included in income from continuing operations. This impairment charge, as well as the results of operations for Madacy
Entertainment, were not reported as discontinued operations since cash flows related to Madacy Entertainment will not
be eliminated from the ongoing operations of the Company. H.E.R. expects to purchase the same level of product from
Madacy Entertainment as was purchased prior to the sale, and in turn, will continue to sell the product at a profit margin
consistent with historical performance. The sale of Madacy Entertainment allows the Company to concentrate on its core
competencies of distribution and category management.

In the third quarter of fiscal 2003, the Company also recorded a pre-tax impairment charge of $5.1 million, or $3.3
million after tax ($0.13 per diluted share), related to the refocusing of its eccommerce subsidiary, Handleman Online. In
an effort to better align its operations with the Company’s core competencies of distribution and category management,
the Company decided to discontinue internet services such as website hosting, maintenance and support; and focus
solely on consumer direct fuffillment and category management services. This impairment charge was recorded as
“Impairment of subsidiary assets” in the Company’s Consolidated Statements of Income and included in income from
continuing operations.

In the third quarter of fiscal 2002, the Company discontinued operations at The itsy bitsy Entertainment Company
(“TibEC0") and as a result, recorded a pretax impairment charge of $5.7 million. This impairment charge related to
the write down of assets and liabilities to net realizable value and was recorded as “Impairment of subsidiary assets” in
the Company's Consolidated Statements of Income and included in income from continuing operations. Additionally, an
income tax benefit of $6.9 million was recorded in the third quarter of fiscal 2002 primarily related to the recognition of
the benefits for prior period losses at TibECo for which no benefits were recorded in such prior periods. The Company
substantially completed the closing of TibECo and the liquidation of assets by the end of fiscal 2003, and does not expect
to record any further material gains or losses on TibECo assets not yet sold.
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Comparison of Fiscal 2003 with Fiscal 2002

For the fiscal year ended May 3, 2003, revenues increased to $1.36 billion from $1.33 biflion for the fiscal year ended
April 27, 2002. Fiscal 2003 consisted of 53 weeks, whereas fiscal 2002 consisted of 52 weeks. Net income for fiscal
2003 was $27.7 million or $1.06 per diluted share, compared to net income of $36.9 million or $1.38 per diluted share
for fiscal 2002.

H.E.R. revenues increased marginally to $1.25 billion for fiscal 2003 from $1.20 billion for fiscal 2002, Approximately
87% and 85% of H.E.R. revenues were derived from two customers for fiscal years 2003 and 2002, respectively. NCE
revenues were $126.9 million for fiscal 2003, compared to $143.9 million for fiscal 2002. NCE revenues for fiscal 2003
were negatively impacted by lower sales at Madacy Entertainment of $17.1 million, compared to fiscal 2002 due to the
sale of this business unit in fiscal 2003,

Consolidated direct product costs as a percentage of revenues was 78.6% for fiscal 2003, compared to 78.4% for
fiscal 2002. Consolidated direct product costs and consolidated selling, general and administrative (“SG&A”) expenses
for fiscal 2003 and fiscal 2002 reflect a reclassification of costs (associated with acquiring and preparing inventory
for distribution) from SG&A expenses to direct product costs. While this reclassification had no impact on earnings,
it resulted in increasing the Company’s direct product costs with a corresponding reduction in SG&A expenses in the
amount of $10.9 million for both fiscal 2003 and fiscal 2002.

Consolidated SG&A expenses for fiscal 2003 were $220.3 million or 16.2% of revenues, compared to $227.3 million or
17.1% of revenues for fiscal 2002. This decrease in SG&A expenses was principally due to reduced expenses resulting
from the closure of TibECo of $13.6 million and lower expenses resulting from the sale of Madacy Entertainment of $6.6
million, partially offset by increased corporate compensation expense of $5.4 million and one-time consulting and other
expenses of $6.4 million.

As discussed earlier under “General,” the Company recorded pretax impairment charges of $33.1 million for fiscal
2003, compared to $5.7 million for fiscal 2002. The impairment charges for fiscal 2003 were comprised of $28.0
million related to the sale of Madacy Entertainment and $5.1 million related to the refocusing of Handleman Online. The
impairment charge for fiscal 2002 resulted from the discontinuance of operations at TibECo.

Consolidated income before interest, income taxes and minority interest (“operating income”) for fiscal 2003 decreased
to $37.1 million from $53.7 miflion for fiscal 2002. The decrease in consolidated operating income was primarily
attributable to an increase in impairment charges of $27.4 million, as previously discussed, and a decrease in H.E.R.
operating income of $2.4 million, partially offset by an increase in operating income at NCE of $12.9 million.

H.E.R. operating income, excluding the Handleman Online impairment charge discussed earlier, was $61.4 million in
fiscal 2003, compared to $63.8 million last year. This decrease in operating income was mainly due to lower operating
income within the H.E.R. United States operations, primarily resulting from overall weaknesses in the economy and the
music industry.

NCE operating income, excluding the Madacy Entertainment impairment charge discussed earlier, was $7.3 million in
fiscal 2003, compared to an operating loss, excluding the TIbECo impairment charge previously discussed, of $5.6
million in fiscal 2002. This improvement in NCE operating income was due to increased operating income at Madacy
Entertainment of $7.9 million, resulting from cost control efforts in place prior to the sale of this business unit, and a
$6.5 million improvement in operating income as a result of the discontinuance of operations at TibECo in fiscal 2002.
Additionally, NCE incurred onetime consulting and other expenses of approximately $3.0 million in fiscal 2002.

Interest expense, net was $0.3 million for fiscal 2003, compared to $4.2 million for fiscal 2002. This decrease in

interest expense was due to lower borrowings in fiscal 2003, compared to fiscal 2002. This lower level of borrowings
was primarily due to cash generated from operations during fiscal 2003.
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Management’s Discussion and Analysis of Financial Condition and Results of Operations

The effective income tax rate was 25.7% for fiscal 2003 and 26.4% for fiscal 2002. The low tax rate in fiscal 2003
primarily resulted from the sale of Madacy Entertainment, including the recognition of a tax benefit in the amount of
$2.6 million related to the utilization of a capital loss carryforward. The low tax rate in fiscal 2002 was principally due
to tax benefits recognized related to prior period TibECo losses for which no tax benefits were recorded in such prior
periods.

Accounts receivable, net was $202.0 million at May 3, 2003, compared to $245.9 million at April 27, 2002. This
decrease was primarily due to the elimination of the Madacy Entertainment accounts receivable balance in the current
year of $28.0 million resulting from the sale of that entity, and lower revenues in the fourth quarter of fiscal 2003 versus
the same period of fiscal 2002,

Merchandise inventories was $120.0 million at May 3, 2003, compared to $150.6 milion at April 27, 2002. This
decrease was principally attributable to the elimination of the Madacy Entertainment inventory balance of $14.6 million
resulting from the sale of this business unit, as discussed above, and a reduction in inventory levels in the United Kingdem
and Mexico.

Other current assets was $18.0 million at May 3, 2003, compared to $22.4 million at April 27, 2002. This decrease
was primarily due to the absence of the Madacy Entertainment other current assets balance in the current year of $3.1
million.

Property and equipment, net was $55.7 million at May 3, 2003, compared to $67.7 million at April 27, 2002. This
decrease was due to the impairment of Handleman Online computer hardware and software resulting from the refocusing
of that entity, the absence of the Madacy Entertainment property and equipment balance in the current year of $3.8
million, and the sale of the Company's Tampa warehouse.

Goodwill, net was $3.4 million at May 3, 2003, compared to $13.9 million at April 27, 2002. This decrease was due
to the write off of goodwill at the time of the sale of Madacy Entertainment that arose in connection with the acquisition
of that entity.

Intangible assets, net was $44.7 million at May 3, 2003, compared to $67.2 million at April 27, 2002. This decrease
was due to the elimination of the Madacy Entertainment intangible assets in the current year of $12.7 million, and a
reduction of prepaid royalties at Anchor Bay.

Other assets, net was $19.0 mition at May 3, 2003, compared to $13.3 million at Aprit 27, 2002. This increase was
primarily due to the addition of a long-term note receivable resulting from the sale of Madacy Entertainment.

Accounts payable was $159.7 million at May 3, 2003, compared to $206.2 million at April 27, 2002. This decrease
was principally due to the timing of payments to vendors and the absence of the Madacy Entertainment accounts payable
balance of $3.7 million.

Debt, non-current was $3.6 million at May 3, 2003, compared to $53.7 million at April 27, 2002. The Company had
no borrowings under its revolving credit facility at the end of fiscal 2003 due to cash generated from operations and
proceeds from the sale of Madacy Entertainment.

During fiscal 2003, the Company repurchased a total of 1,144,150 shares of its common stock at a cost of $13.6 million
(average purchase price of $11.86 per share), leaving 25,659,432 shares outstanding as of May 3, 2003. Under the
current authorization, which was approved by the Board of Directors in February 2003 and has no expiration date, the
Company can repurchase up to 20% of its then outstanding balance of 25,692,244 shares. As of May 3, 2003, the
Company repurchased 258,200 shares under the 20% authorization.
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Comparison of Fiscal 2002 with Fiscal 2001

For the fiscal year ended April 27, 2002, revenues increased 12% to $1.33 billion from $1.19 billion for the fiscal year
ended April 28, 2001. Net income for fiscal 2002 was $36.9 million or $1.38 per diluted share, compared to net income
of $41.0 million or $1.49 per diluted share for fiscal 2001.

H.E.R. revenues increased 13% to $1.20 billion for fiscal 2002 from $1.06 billion for fiscal 2001. Handleman UK Limited
accounted for approximately 64% of the revenue increase due to the commencement in February 2001 of category
management, distribution and service to a new customer within the UK. Substantially all of the remaining increase was
due to higher sales volume in the United States and Canada.

NCE revenues were $143.9 million for fiscal 2002, compared to $140.4 million for fiscal 2001. Increased revenues at
Anchor Bay Entertainment, Inc. and Anchor Bay Entertainment UK, Limited of $10.8 million and $4.0 million, respectively,
were partially offset by lower revenues at Madacy Entertainment and The itsy bitsy Entertainment Company of $8.8 million
and $2.2 million, respectively.

Consolidated direct product costs as a percentage of revenues was 78.4% for the year ended April 27, 2002, compared
to 76.1% for the comparable prior year period. This increase in direct product costs as a percentage of revenues
was primarily due to the Handleman UK operation, which accounted for approximately 74% of the increase. The UK
operation, which represented a higher proportion of sales in fiscal 2002, received lower supplier discounts than the
Company received from suppliers in its North American operations. The Company is continuing to develop programs
with key suppliers in the UK to improve supplier terms. Substantially all of the remaining increase in direct product costs
as a percentage of revenues was due to higher product costs at Madacy Entertainment, which experienced the impact
of inventory liquidation initiatives, as well as iower budget music sales which normally carry lower product costs as a
percentage of revenues. Consolidated direct product costs and consolidated SG&A expenses for both periods reflect a
reclassification of costs (associated with acquiring and preparing inventory for distribution) from SG&A expenses to direct
product costs. While this reclassification had no impact on earnings, it resulted in increasing the Company’s consolidated
direct product costs with a corresponding reduction in consolidated SG&A expenses in the amount of $10.9 million for
fiscal 2002 and $11.1 million for fiscal 2001.

Consolidated selling, general and administrative expenses for fiscal 2002 were $227.3 million or 17.1% of revenues,
compared to $213.2 million or 17.9% of revenues for fiscal 2001. H.E.R. SG&A expenses increased $15.1 miltion, or
9%, due to the increase in H.E.R. revenues; however, as a percentage of revenues, SG&A expenses at H.E.R. declined
year over year.

Consolidated operating income for fiscal 2002 decreased to $53.7 million from $70.3 million for fiscal 2001. H.ER.
operating income was $63.8 million for fiscal 2002, compared to $65.9 million for fiscal 2001. NCE incurred an
operating loss for fiscal 2002 of $11.3 million, compared to operating income of $3.0 million for fiscal 2001. This
decrease at NCE was mainly due to operating losses at Madacy Entertainment.

Interest expense, net was $4.2 million for fiscal 2002, compared to $2.7 million for fiscal 2001. This increase in interest
expense, net was attributable to higher borrowing levels against the Company’s revolving credit facility necessary to
support working capital requirements.

The effective income tax rate for fiscal 2002 of 26.4% was lower than the fiscal 2001 tax rate of 38.2%. This decrease
in the tax rate was primarily due to tax benefits recognized in fiscal 2002 related to TibECo prior year operating losses
and, to a lesser extent, certain tax planning initiatives.

Merchandise inventories was $150.6 million at April 27, 2002, compared to $127.3 million at April 28, 2001. This
increase was mainly due to higher inventory requirements to support the Company's growing business in the UK and new
customer requirements in the United States.

Property and equipment, net was $67.7 million at April 27, 2002, compared to $56.9 miillion at April 28, 2001. This
increase was due to the purchase of new store fixtures for certain customers and investments in computer software.
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Goodwill, net decreased to $13.9 million at April 27, 2002 from $19.6 million at April 28, 2001. This decrease was
primarily due to the impairment of TibECo assets, including the write off of goodwill resulting from the discontinuance
of operations of that business unit in the third quarter of fiscal 2002, and the amortization of goodwill related to other
subsidiary companies for fiscal 2002.

Intangible assets, net was $67.2 million at April 27, 2002, compared to $74.3 million at April 28, 2001. This decrease
was mainly due to a reduction in acquired rights.

Other assets, net was $13.3 million at April 27, 2002, compared to $7.9 million at April 28, 2001. This increase was
principally due to higher deferred expenses which mainly consisted of deferred income taxes.

Debt, current portion was $3.6 million at April 27, 2002, compared to $14.6 million at April 28, 2001. This decrease
was due to a payment made in November 2001 related to the Company’s senior note agreement.

The reduction in Accrued and other liabilities to $37.1 million at April 27, 2002 from $43.1 million at April 28, 2001 was
predominately due to decreases in income taxes payable and accrued royalties.

During fiscal 2002, the Company repurchased 456,700 shares of its common stock at a cost of $5.4 million, leaving
26,471,743 shares outstanding at April 27, 2002.

Liquidity and Capital Resources

Working capital at May 3, 2003 was $198.7 million, compared to $192.4 million at April 27, 2002. The working capital
ratio was 2.0 to 1 at May 3, 2003, compared to 1.8 to 1 at April 27, 2002.

Net cash provided from operating activities included in the Consolidated Statements of Cash Flows increased to $107.7
million for fiscal 2003 from $49.1 million for fiscal 2002. This increase was primarily due to a favorable change
in accounts receivable balances, this year versus last year, of $19.6 million; a favorable year-over-year change in
merchandise inventory balances of $42.4 million; and higher net income adjusted for nonash charges of $17.0 million;
partially offset by an unfavorable change in accounts payable and other operating liabilities, this year versus last year,
of $27.5 million.

Net cash used by investing activities was $8.2 million for fiscal 2003, compared to net cash used by investing activities
of $50.3 million for fiscal 2002. Additions to property and equipment decreased to $16.8 million for fiscal 2003 from
$31.5 million for fiscal 2002, due to lower store fixture and system development expenditures. Acquired rights were
$17.0 million for fiscal 2003, compared to $18.9 miliion for fiscal 2002. Also during fiscal 2003, the Company realized
cash proceeds of $26.6 million from the sale of Madacy Entertainment, excluding tax benefits.

Property and equipment, net consisted primarily of display fixtures, computer hardware and software, warehouse
equipment and facilities. The Company also acquires licenses for video products which it markets. Acquisition of these
licenses is expected to be funded primarily by cash flows from operations.

Net cash used by financing activities increased to $57.0 million for fiscal 2003, compared to $12.1 million used by
financing activities for fiscal 2002. This increase was principally due to higher net repayments of short-term borrowings,
this year versus last year, of $39.9 million and increased repurchases of the Company’s common stock of $8.2 million.

The Company has an unsecured $170.0 million revolving credit agreement arranged with a consortium of banks which
was amended during fiscal 2003 to extend the agreement through August 2005. The Company had no borrowings under
its revolving credit agreement as of May 3, 2003. The Company had $7.1 million outstanding as of May 3, 2003 under
a senior note agreement with a group of insurance companies, of which $3.6 million matures in fiscal 2004. See Note
6 of Notes to Consolidated Financial Statements for additional information regarding the revolving credit facility and the
senior notes, including scheduled maturities.
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The borrowing base under the revolving credit agreement is fimited to the lesser of (a) $170.0 million, or (b) 80% of the
net accounts receivable balances plus 100% of the cash balances of the United States companies, Handleman Canada
and Handleman UK; however, Handleman Canada and Handleman UK balances are included only to the extent of their
intercompany balances.

Management believes that the credit agreement will provide sufficient amounts to fund day-to-day operations and higher
peak seasonal demands.

The following table summarizes the Company’s contractual cash obligations and commitments as of May 3, 2003, along
with their expected effect on its liquidity and cash flows in future periods (in thousands of dollars):

Contractual Cash Obligations and Commitments
Due by Period

Less than 1-3 4-5 After

Total 1 Year Years Years 5 Years

Long-term debt $7,142 $3,571 $ 3,571 s - S -

Other long-term obligations 3,493 1,737 1,756 - -
Operating leases and

other commitments 26,182 9,793 10,025 1,948 4,416

Less: operating sub-leases (881) (368) {513) - -

Outstanding letters of credit 3,361 3,361 - - -

Total contractual cash
obligations and commitments $39,297 $18,094 $14,839 $1,948 $4,416

The Company has no significant investments that are accounted for under the equity method in accordance with
accounting principles generally accepted in the United States of America. Investments that are accounted for under the
equity method have no liabilities associated with them that would be considered material to the Company.

Outlocl

For fiscal 2004, the Company currently expects a modest increase in revenues over the revenues in fiscal 2003. This
estimate is dependent upon several factors including the overall economy, the competitive nature of retail pricing, music
industry sales and the Company’s ability to grow sales to existing and new customers to offset decreased revenues
resulting from the sale of Madacy Entertainment, the closing of 597 Kmart stores and the discontinuance of business
with Meijer. Direct product costs as a percentage of revenues is expected to be comparable to that in fiscal 2003, while
SG&A expenses are forecasted to decrease as the Company continues to gain operating efficiencies and continues its
focus on cost control. The Company expects a more normalized income tax rate in the 37-38% range for fiscal 2004.
The Company estimates fully diluted earnings per share will increase for fiscal 2004 and fall within the range of $1.80 to
$1.88 per share. The Company does not anticipate any significant unusual charges in fiscal 2004 such as the impairment
charges recorded in fiscal 2003. The Company expects to acquire additional shares of its common stock under the
current 20% stock repurchase authorization.
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New Accounting Pronouncements

In April 2002, the Financial Accounting Standards Board (‘FASB”) issued Statement of Financial Accounting Standards
(“SFAS”") No. 145, “Rescission of FASB Statements No. 4, 44 and 64, Amendment of FASB Statement No. 13 and
Technical Corrections.” SFAS No. 145 rescinds FASB Statement No. 4, “Reporting Gains and Losses from Extinguishment
of Debt,” and an amendment of that Statement, FASB Statement No. 64, “Extinguishments of Debt Made to Satisfy
Sinking-Fund Requirements.” This Statement also amends FASB Statement No. 13, “Accounting for Leases,” to eliminate
an inconsistency between the required accounting for sale-leaseback transactions and the required accounting for certain
lease modifications that have economic effects that are similar to sale-easeback transactions. This Statement also
amends other existing authoritative pronocuncements to make various technical corrections, clarify meanings, or describe
their applicability under changed conditions. The Company does not expect that this Statement will have a significant
effect on its operating results.

In June 2002, SFAS No. 146, “Accounting for Costs Associated with Exit or Disposal Activities,” was issued by the FASB.
SFAS No. 146 addresses financial accounting and reporting for costs associated with exit or disposal activities and
nullifies Emerging Issues Task Force Issue No. 94-3, “Liability Recognition for Certain Employee Termination Benefits and
Other Costs to Exit an Activity (including Certain Costs incurred in a Restructuring).” The provisions of this Statement
became effective for exit or disposal activities initiated after December 31, 2002. The Company followed the guidance
provided in this Statement in the third quarter of fiscal 2003 when calculating the impairment related to certain assets
of Handleman Online, the Company’s e-commerce subsidiary.

In December 2002, SFAS No. 148, “Accounting for Stock-Based Compensation — Transition and Disclosure,” an
amendment of SFAS No. 123, “Accounting for Stock-Based Compensation,” was issued by the FASB. SFAS No. 148
provides transition guidance for those entities that elect to voluntarily adopt the accounting provisions of SFAS No. 123,
whereby the costs of employee stock options are expensed. As previously announced, the Company will adopt this
Statement and expense stock options in accordance with the provisions of SFAS No. 123 effective as of the beginning of
fiscal 2004. This change in accounting principle will be reported using the prospective method as defined in SFAS No.
148. The Company expects that the adoption of SFAS No. 123 will result in a decrease in net income of approximately
$400,000 in fiscal 2004.

In April 2003, SFAS No. 149 “Amendment of SFAS No. 133, Derivative Instruments and Hedging Activities,” was issued by
the FASB. SFAS No. 149 amends and clarifies financial accounting and reporting for derivative instruments and hedging
activities. The Company does not expect that SFAS No. 149 will have a significant effect on its operating results.

in May 2003, SFAS No. 150 “Accounting for Certain Financial Instruments with Characteristics of both Liabilities and
Equity,” was issued by the FASB. SFAS No. 150 establishes standards for how an issuer classifies and measures certain
financial instruments based on whether such financial instruments embody an obligation of the issuer. The Company
is evaluating the impact of this Statement and does not expect that SFAS No. 150 will have a significant effect on the
consolidated financial position and results of operations of the Company.

In November 2002, the Financial Accounting Standards Board issued FASB interpretation No. 45 (“FIN 45”), “Guarantor’s
Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others,”
an interpretation of SFAS No. 5, 57 and 107 and rescission of FASB Interpretation No. 34. FIN 45 elaborates on the
disclosures to be made by a guarantor about its obligations under certain guarantees and clarifies that a guarantor is
required to recognize, at the inception of certain guarantees, a liability for the fair vaiue of the obligation undertaken
in issuing those guarantees. The Company guarantees certain liabilities for wholly-owned subsidiary companies, which
are included in the consolidated financial statements of the Company or disclosed in the Contractual Cash Obligations
and Commitments table in the Liquidity and Capital Resources section of this Management's Discussion and Analysis of
Financial Condition and Results of Operations.

In January 2003, the Financial Accounting Standards Board issued FASB Interpretation No. 46 (“FIN 46"), “Consolidation
of Variable Interest Entities,” an interpretation of ARB No. 51. FIN 46 provides guidance on the identification of entities for
which control is achieved through means other than through voting rights and how to determine when and which business
enterprises should consolidate a variable interest entity. The Company has evaluated FIN 46 and does not expect this
interpretation to have a significant impact on its operating results.
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Other Information

The Company’s financial statements have reported amounts based on historical costs which represent dollars of varying
purchasing power and do not measure the effects of inflation. If the financial statements had been restated for inflation,
net income would have been lower because depreciation expense would have to be increased to reflect the most current
costs.

Infiation within the ecornomies in which the Company does business has not had a material effect on the Company’s
results of operations.

* ok ok Kk k * Kk Kk X *

This document contains forward-looking statements which are not historical facts and involve risk and uncertainties.
Actual results, events and performance could differ materially from those contemplated by these forward-looking
statements, including without limitations, conditions in the music industry, business with Kmart Corporation following
its emergence from Chapter 11 proceedings, the ability to enter into profitable agreements with customers in the new
businesses outlined in the Company’s strategic growth plan, securing funding or providing sufficient cash required to build
and grow the new businesses, customer requirements, continuation of satisfactory relationships with existing customers
and suppliers, growth of business with existing customers, acquiring new customers, effects of electronic commerce,
relationships with the Company’s lenders, pricing and competitive pressures, the occurrence of catastrophic events or
acts of terrorism, certain global and regional economic conditions, and other factors discussed in the Company’s Form
10K and those detailed from time to time in the Company's other filings with the Securities and Exchange Commission.
The Company undertakes no obligation to update any forward-looking statement to reflect events or circumstances after
the date of this document,
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Statement of Management Responsibility

Management of Handleman Company is responsible
for the preparation, integrity and fair presentation

of the financial statements and other information
included in this Annual Report. The financial
statements have been prepared in conformity with
accounting principles generally accepted in the United
States of America, incorporating, where appropriate,
management’s best estimates and judgements based
on currently available information.

Management believes the Company’s internal control
systems provide reasonable assurance that assets
are safeguarded, transactions are recorded and
reported appropriately, and policies are followed. An
important element of the Company’s control systems
is the ongoing education of the organization in order
to promote a more control-conscious environment.
Management’'s commitment to this program is
emphasized through policies and procedures
{including a code of conduct), an effective internal
audit function and a highly qualified financial staff.

I e

The Company engages independent public auditors

who are responsibie for performing an independent

audit of the financial statements. Their report, which
appears herein, is based on obtaining an understanding
of the Company's accounting systems and procedures
and testing them, as they deem necessary. The
Company places no restrictions on the scope of the
audit procedures, shares information cpenly with the
independent public auditors, and fully supports their audit
process.

The Company’s Audit Committee is composed entirely of
outside directors and has the powers and responsibilities
set forth in the Audit Committee Charter. The Audit
Committee meets regularly, and when appropriate
separately, with the independent public auditors, the
internal auditors and management to review the work

of each and to satisfy itself that each is discharging its
responsibilities properly. Both the independent public
auditors and the internal auditors have unrestricted
access to the Audit Committee.

Oood m Aot

Stephen Strome Peter J. Cline
Chairman and President and
Chief Executive Officer Chief Operating Officer

Report of Independent Auditors

To the Board of Directors and Shareholders of Handleman
Company:

In our opinion, the accompanying consolidated balance
sheets and the related consolidated statements of
income, shareholders’ equity and cash flows present
fairly, in all material respects, the financial position of
Handleman Company and subsidiaries {the “Company”)
at May 3, 2003, April 27, 2002 and April 28, 2001,
and the results of their operations and their cash

flows for each of the three years in the period ended
May 3, 2003, in conformity with accounting principles
generally accepted in the United States of America.
These financial statements are the responsibility of the
Company’s management; our responsibility is to express
an opinion on these financial statements based on our
audits. We conducted our audits of these statements in
accordance with auditing standards generally accepted in
the United States of America, which require that we plan
and perform the audit to obtain reasonable assurance
about whether the financial statements are free of
material misstatement. An audit includes examining,
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Thomas C. Braum, Jr.
Senior Vice President and
Chief Financial Officer

Donald M. Genotti
Vice President and
Corporate Controller

PRICEHTERHOUSE(COPERS

on a test basis, evidence supporting the amounts and
disclosures in the financial statements, assessing the
accounting principles used and significant estimates
made by management, and evaluating the overall financial
statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

As explained in Note 2 to the accompanying financial
statements, the Company has restated its consolidated
financial statements for the years ended April 27, 2002
and April 28, 2001. As explained in Note 3 to the
financial statements, effective April 28, 2002, Handleman
Company changed its method of accounting related to
goodwill in accordance with the adoption of Statement of
Financial Accounting Standards No. 142, “Goodwill and
Other Intangible Assets.”

PricewaterhouseCoopers LLP

Detroit, Michigan
August 14, 2003
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Consclidated Statements of Income

Years ended May 3, 2003, April 27, 2002 and April 28, 2001
(in thousands of dollars except per share data)

2002 2001
2003 Restated Restated

Revenues 1,357,929 1,325,706 S 1,188,477

Costs and expenses:
Direct product costs 1,067,443 1,039,073 905,024

Selling, general and
administrative expenses 220,302 227,286 213,168
Impairment of subsidiary assets 33,100 5,693 —
Interest expense, net 318 4,234 2,745

Income before income taxes

and minority interest 36,766 49,420 67,540

Income tax expense (9,461) (13,053) (25,808)

Minority interest 366 547 (722)

Net income 27,671 36,914 41,010

Net income per share

Basic S 1.06 S 1.38 $ 1.50
Diluted S 1.06 S 1.38 S 1.49
Weighted average number of shares
outstanding during the year
Basic 26,046 26,656 27,318
Diluted 26,046 26,763 27,458

The accompanying notes are an integral part of the consolidated financial statements.
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Consolidated Balance Sheets

Years ended May 3, 2003, April 27, 2002 and April 28, 2001
(in thousands of dollars except share data)

2002 2001
Assets 2003 Restated Restated
Current assets:
Cash and cash equivalents ) 62,698 ) 20,254 S 33,628
Accounts receivable, less
allowances of $24,269 in 2003,
$26,781 in 2002 and $31,209
in 2001 201,994 245,874 248,427
Merchandise inventories 119,979 150,646 127,251
Other current assets 17,993 22,441 19,720
Total current assets 402,664 439,215 429,026
Property and equipment, net 55,733 67,707 56,887
Goodwill, net 3,406 13,942 19,609
Intangible assets, net 44,715 67,214 74,292
Other assets, net 19,046 13,310 7,903
Total assets S 525,564 S 601,388 S 587,717
Liabilities
Current liabilities:
Accounts payable S 159,747 S 206,180 S 209,766
Debt, current portion 3,571 3,571 14,571
Accrued and other liabilities 40,630 37,094 43,088
Total current liabilities 203,948 246,845 267,425
Debt, non-current 3,571 53,749 53,014
Other liabilities 9,199 13,823 16,497
Sharehoiders’ Equity
Preferred stock, $1.00 par value;
1,000,000 shares authorized;
none issued — — —
Common stock, $.01 par value;
60,000,000 shares authorized:
25,659,000, 26,472,000 and
26,540,000 shares issued in
2003, 2002 and 2001,
respectively 257 265 265
Accumulated other
comprehensive loss {4,716) (6,995) (7,473)
Unearned compensation (3,141) {1,708) (63)
Retained earnings 316,446 295,409 258,052
Total shareholders’ equity 308,846 286,971 250,781
Total liabilities and
shareholders’ equity S 525,564 S 601,388 S 587,717

The accompanying notes are an integral part of the consolidated financial statements.
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Consolidated Statements of Cash Flows

Years ended May 3, 2003, April 27, 2002 and April 28, 2001
(in thousands of dollars)

2002 2001
2003 Restated Restated

Cash flows from operating activities:
Net income s 27,671 S 36,914 $ 41,010
Adjustments to reconcile net income to
net cash provided from operating activities:

Depreciation 17,614 19,487 16,004
Amortization of acquisition costs 135 4,086 4,945
Recoupment/amortization of acquired rights 22,440 17,888 12,992
Loss on disposal of property and equipment 1,185 1,093 844
Impairment of subsidiary assets 33,100 5,693 —
Deferred income taxes 2,420 (4,693) {3,914)
Tax benefit from excercise of stock options 1,003 1,157 —

Changes in operating assets and liabilities:

Decrease {increase) in accounts receivable 21,873 2,308 (27,775)
Decrease {increase) in merchandise inventories 18,828 (23,601) (16,229}
Decrease (increase) in other operating assets 2,403 2,302 (6,694)
(Decrease) increase in accounts payable (38,969) (3,586) 7,427
{Decrease) increase in other operating liabilities (2,036) (9,960) 15,277
Total adjustments 79,996 12,174 2,877
Net cash provided from operating activities 107,667 49,088 43,887
Cash flows from investing activities:
Additions to property and equipment (16,804) (31,486) {26,503)
Proceeds from disposition of properties and
equipment 4,746 85 4,750
Acquired rights {16,990) (18,915) (22,965)
Proceeds from the sale of a subsidiary company 26,641 — —_—
Additional investments in subsidiary companies (5,840) — —
Net cash used by investing activities (8,247) (50,316) (44,718)
Cash flows from financing activities:
Issuances of debt 1,779,849 4,481,168 1,262,171
Repayments of debt {1,830,026) (4,491,433) (1,243,143)
Repurchases of common stock (13,572) (5,405) (12,055)
Other changes in shareholders’ equity, net 6,773 3,524 (24)
Net cash (used by) provided from
financing activities (56,976) (12,146) 6,949
Net increase (decrease) in cash and
cash equivalents 42,444 (13,374) 6,118
Cash and cash equivalents at beginning of year 20,254 33,628 27,510
Cash and cash equivalents at end of year S 62,698 ) 20,254 S 33,628

The accompanying notes are an integral part of the consolidated financial statements.
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Consolidated Statements of Shareholders’ Equity

Years ended May 3, 2003, April 27, 2002 and April 28, 2001

(in thousands of dollars)

Other Comprehensive Income {Loss)

Foreign Total
Common Stock Currency Minimum  Unearned Share-
Shares Translation Pension  Compen- Retained holders’
issued Amount Adjustment Liability sation Earnings Equity
April 29, 2000,
previously reported 27691 § 277 S (6,449) S — S (443) S 229,897 $223,282
Cumulative effect, net of
tax, for change in
revenue recognition
method (1,432) {1,432)
April 29, 2000, restated 27,691 277 (6,449) —_— (443) 228,465 221,850
Net income, restated 41,010 41,010
Adjustment for foreign
currency translation,
restated (1,024) {1,024}
Comprehensive income,
net of tax, restated 39,986
Common stock issuances,
net of forfeitures, in
connection with
employee benefit plans 80 380 620 1,000
Common stock
repurchased (1,231) (12} (12,043) (12,055}
April 28, 2001, restated 26,540 265 {7,473) — (63) 258,052 250,781
Net income, restated 36,914 36,914
Adjustment for foreign
currency translation,
restated 478 478
Comprehensive income,
net of tax, restated 37,392
Common stock issuances, “‘
net of forfeitures, in
connection with
employee benefit plans 389 4 {1,645) 4,687 3,046
Common stock
repurchased (457) (4) (5,401) (5,405)
Tax benefit from exercise
of stock options 1,157 1,157
April 27, 2002, restated 26,472 265 {6,995) — (1,708) 295,409 286,971
Net income 27,671 27,671
Adjustment for foreign
currency translation 6,404 6,404
Minimum pension liabili
(net of tax of $2,423 (4,125) (4,125)
Comprehensive income, T
net of tax 29,950
Common stock issuances, -
net of forfeitures, in
connection with
employee benefit plans 331 3 (1,433) 5,924 4,494
Common stock
repurchased {1,144) {11) {13,561) (13,572}
Tax benefit from exercise
of stock options 1,003 1,003
May 3, 2003 25659 $ 257 S (591) S (4,125) S$(3,141) S 316,446 $308,846

The accompanying notes are an integral part

of the consolidated financial statements.
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Notes to Consolidated Financial Statements

1. Accounting Policies

Business

The Company is comprised of two business segments. Handleman Entertainment Resources (“H.E.R."} is a category
manager and distributor of pre-recorded music to mass merchants, principally in North America and the United Kingdom
(“UK"). North Coast Entertainment (“NCE") is responsible for the Company’s proprietary operations, which markets video
titles on DVD and VHS formats.

Fiscal Year
The Company's fiscal year ends on the Saturday closest to April 30. Fiscal year 2003 consisted of 53 weeks, whereas
fiscal years 2002 and 2001 consisted of 52 weeks.

Principles of Consolidation

The consolidated financial statements include the accounts of the Company and all subsidiaries where the Company has
voting control. All intercompany accounts and transactions have been eliminated. Minority interest recognized in the
Consolidated Statements of income represents the minority shareholders’ portion of the income or loss for less than
wholly-owned subsidiaries. The minority interest share of the net assets of these subsidiaries of $2,460,000, $2,829,000
and $4,187,000 as of May 3, 2003, April 27, 2002 and April 28, 2001, respectively, is included in other liabilities in the
accompanying Consolidated Balance Sheets. The Company does not have any material equity investments other than in
companies in which they have voting control.

Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States
of America requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities, disclosure of contingent assets and liabilities at the date of the financial statements, and the reported amounts
of revenues and expenses during the reporting period. Actual resuits could differ from those estimates.

Reclassifications
The fiscal year 2002 and 2001 Consolidated Balance Sheets and Consolidated Statements of Income have been
conformed to the presentation adopted in fiscal year 2003.

Recognition of Revenue and Future Returns

Revenues are recognized upon delivery of product to customers (“FOB destination”). As a category manager of music
product, the Company coordinates freight service for product purchased by its customers with the assumption of risk
effectively remaining with the Company until its customers receive the product. Customer inspection of merchandise
is not a condition of the sale. The Company also manages product returns which includes both salable and non-salable
product, as well as damaged merchandise, and provides credit for such customer product returns. The Company
reduces revenues and direct product costs for estimated future returns at the time of revenue recognition. The estimate
for future returns includes both salable and non-salable product. On a quarterly basis, the Company reviews the estimates
for future returns and records adjustments as necessary.

Direct Product Costs

As a distributor of music product, the Company is a reseller of finished goods. Accordingly, substantially all of the
Company’s direct product costs relate to its purchase price from suppliers for finished music products shipped from the
Company to customers. The Company computes direct product costs at an item specific level based on the lower of
cost (first-n, first-out method) or market at the time of product shipment to customers. Direct product costs also include
costs associated with acquiring and preparing inventory for distribution, as well as royalty expense, inventory reserves,
supplier discounts and residual advertising related items.
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Selling, General and Administrative Expenses
The major components of the Company's selling, general and administrative expenses included in its Consolidated
Statements of Income are as follows:

o |abor expense, which includes selling, warehouse and corporate office labor along with associated payroll taxes and
fringe benefits,

o depreciation expense, which includes depreciation of Company-owned display fixtures located in customers’ retail
stores,

e freight expense related to product shipments to customers, and

e supplies expense.

Depreciation

The Company includes depreciation expense in selling, general and administrative expenses in its Consolidated
Statements of Income. Depreciation is computed primarily using the straightline method based on the following
estimated useful lives:

Display fixtures 5 years
Computer hardware and software 35 years
Equipment, furniture and other 3-10 years
Buildings and improvements 10-40 years

Shipping and Handling (Freight Expense)

The Company does not bill customers for shipping and handling costs incurred. Shipping and handling costs
associated with shipments to and returns from customers are paid by the Company and included in selling, general and
administrative expenses in the Consolidated Statements of Income. Shipping and handling costs included in selling,
general and administrative expenses were $16,190,000, $16,616,000 and $17,499,000 for fiscal years 2003, 2002
and 2001, respectively.

Stock-Based Compensation

The Company applies the provisions of Accounting Principles Board Opinion No. 25, “Accounting for Stock lssued to
Employees,” in determining stock option compensation expense. The following table presents the proforma effects on
the Company’s net income and earnings per share in fiscal years 2003, 2002 and 2001 had stock option compensation
expense been determined pursuant to the methodology of Statement of Financial Accounting Standards (*SFAS") No.
123, “Accounting for Stock-Based Compensation,” including amortization to expense the estimated fair value of the
granted options over the options’ vesting periods (in thousands of dollars except per share data):

2002 2001

2003 Restated Restated

Net income $27,671 $36,914 $41,010

Compensation expense, net of income taxes (1,768) (1,320) (842)

Pro forma net income $25.903 335,594 540,168
Net income per share: ‘

Reported - basic § 1.06 $ 1.38 $ 150

- diluted 1.06 1.38 1.49

Proforma - basic .99 1.34 1.47

- diluted .99 1.33 . 1.46
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Notes to Consolidated Financial Statements

The fair value of each option grant was estimated as of the date of grant using the Black-Scholes option-pricing model
with the following weighted average assumptions for fiscal years 2003, 2002 and 2001;

2003 2002 2001
Expected life (in years) 5.0 5.0 5.0
Risk-free interest rate 3.72% 4.92% 6.25%
Volatility 43.48% 43.55% 42.60%

Dividend yield - - -

The weighted average estimated fair value of stock options granted during fiscal years 2003, 2002 and 2001 was $5.17,
$7.02 and $4.80, respectively.

The Company has elected to adopt SFAS No. 123, “Accounting for Stock-Based Compensation” beginning in fiscal 2004.
SFAS No. 123 establishes a fair value based method of accounting for stock-based employee compensation plans.
Under this method, compensation cost is measured at the grant date based on the value of the award and is recognized
over the service period, which is usually the vesting period. This change in accounting principle will be reported using
the prospective method as defined in SFAS No. 148 “Accounting for Stock-Based Compensation — Transition and
Disclosure.”

Foreign Currency Translation

The Company’s foreign subsidiaries utilize the local currency as their functional currency. Therefore, the Company follows
the guidance outlined in SFAS No. 52, “Foreign Currency Translation,” to convert the balance sheets and statements
of operations of its foreign subsidiaries to United States dollars. The Company uses an average exchange rate for the
period, based on published daily rates, to convert foreign operational transactions to United States dollars. Assets and
liabilities of foreign subsidiaries are converted to United States dollars using the prevailing published exchange rate on the
last business day of the fiscal period. Common stock and additional paid in capital are converted at historical exchange
rates. Resulting translation adjustments are included as a component of comprehensive income. Net transaction gains
(losses) included in selling, general and administrative expenses in the Company’s Consolidated Statements of income
were $978,000, $157,000 and $(123,000) for the years ended May 3, 2003, April 27, 2002 and April 28, 2001,
respectively.

Income Taxes

The provision for income taxes is based on reported income before income taxes and minority interest. Deferred income
taxes are provided for the effect of temporary differences between the amounts of assets and liabilities recognized for
financial reporting purposes and amounts recognized for income tax purposes. Valuation allowances are recognized to
reduce deferred tax assets when it is more likely than not that the assets will not be realized. In assessing the likelihood
of realization, consideration is given to estimates of future taxable income, the character of income needed to realize
future benefits and all available evidence.

Earnings Per Share

For computing diluted earnings per share in accordance with SFAS No. 128, “Earnings Per Share,” additional weighted
average shares attributable to outstanding stock options were (35,000), 107,000 and 140,000 for the years ended May
3, 2003, April 27, 2002 and Aprit 28, 2001, respectively. Since the average market price per share of the Company’s
common stock decreased to $12.15 for fiscal 2003, additional weighted average shares were anti-dilutive.

Cash Equivalents

The Company considers all highly liquid debt instruments purchased with a maturity of three months or less to be cash
equivalents.
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Notes to Consolidated Financial Statements

Accounts Receivable
The table below presents information about the components of accounts receivable balances included in the Company's
Consolidated Balance Sheets (in thousands of dollars);

April 27, 2002 April 28, 2001
May 3, 2003 Restated Restated
Trade accounts receivable $226,263 $272,655 $279,636
Less allowances for:
Gross profit impact of estimated
future returns {12,759) (14,067) (16,336)
Bankrupt customers (6,720) (6,917) (5,371}
Doubtful accounts (4,790) {5,797) (9,502)
Accounts receivable, net $201,994 5245 874 $248 427

Inventory Yaluation

Merchandise inventories are recorded at the lower of cost (first-in, first-out method) or market. The Company accounts
for inventories using the full cost method which includes costs associated with acquiring and preparing inventory for
distribution. Costs associated with acquiring and preparing inventory for distribution of $10,908,000, $10,888,000
and $11,086,000 were incurred during the years ended May 3, 2003, April 27, 2002 and April 28, 2001, respectively,
and are classified as a component of direct product costs in the Consolidated Statements of Income. Merchandise
inventories as of May 3, 2003, April 27, 2002 and April 28, 2001 included $1,149,000, $1,190,000 and $1,011,000,
respectively, of such costs.

Substantially all of the Company’s inventory is comprised of compact discs and audio cassettes which are not substandard
from a functional standpoint. Typically, the Company's suppliers offer return privileges for excess inventory quantities.
Therefore, inventory reserves are provided for the risk that exists related to the carrying value of non-returnable slow
moving inventory that may exceed market value, although the effect of markdowns is minimized since the Company's
vendors offer some level of return allowances and price protection.

Property and Equipment

Property and equipment is recorded at cost. Upon retirement or disposal, the asset cost and related accumulated
depreciation are eliminated from the respective accounts and the resulting gain or loss is included in results of operations
for the period. Repair costs are charged to expense as incurred.

Acquired Rights

The Company, principally in its proprietary products business, acquires rights to video licenses, giving it the exclusive
privilege to manufacture and distribute such products. The costs of acquired rights include advances paid to licensors
and costs to create a master to be used for duplication. The acquired rights are amortized based upon the sales volume
method over a period which is the lesser of the terms of the agreements or the products’ estimated useful lives. On a
regular basis, the Company performs analyses comparing the carrying values of its acquired rights with the expected
future economic benefit of these assets. Based upon such analyses, the Company adjusts, if necessary, the value of its
acquired rights. See Note 3 of Notes to Consolidated Financial Statements for additional information related to acquired
rights.

Long-Lived Assets

The Company has adopted SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets,” effective
for fiscal 2003. SFAS No. 144 supersedes SFAS No. 121, “Accounting for the Impairment of Long-Lived Assets and
for Long-Lived Assets to be Disposed Of” and the accounting and reporting provisions of Accounting Principles Board
Opinion No. 30, “Reporting the Results of Operations — Reporting the Effects of Disposal of a Segment of a Business
and Extraordinary, Unusual and Infrequently Occurring Events and Transactions.” This Statement applies to long-lived
assets other than goodwill. SFAS No. 144 prescribes a probability-weighted cash flow estimation approach to evaluate
the recoverability of the carrying amount of long-lived assets such as property, plant and equipment.
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In the third quarter of fiscal 2003, the Company recorded a $28.0 million impairment charge under the provisions of
SFAS No. 144, related to the sale of its Madacy Entertainment business unit. This impairment charge represents the
difference between the net book value of the assets sold and the selling price of those assets. This impairment charge
was recorded as “impairment of subsidiary assets” in the Consolidated Statements of Income and included in income
from continuing operations. The sale was completed during the fourth quarter of fiscal 2003. The sale of Madacy
Entertainment allows the Company to concentrate on its core competencies of distribution and category management.

In the third quarter of fiscal 2003, the Company recorded a $5.1 million impairment charge under the provisions of
SFAS No. 144, related to the refocusing of its e-commerce subsidiary, Handleman Online. As part of this refocusing
strategy, the Company decided to discontinue internet services such as website hosting, maintenance and support, and
focus solely on consumer direct fulfillment and category management services. This impairment charge was recorded
as “Impairment of subsidiary assets” in the Consolidated Statements of Income and included in income from continuing
operations. This impairment charge was comprised of the following (in thousands of dollars);

Category Impairment Amount
Computer hardware and software $4,829
Employee termination benefits 152
Operating lease and service contract
termination costs - 85
Total 55,066

The computer hardware and software used to support these exited internet services no longer had any economic value
to the Company since the cost of this asset group was not recoverable through future undiscounted cash flows.

In the third quarter of fiscal 2002, the Company recorded a pre-tax impairment charge of $5.7 million related to the
discontinuance of operations at The itsy bitsy Entertainment Company (“TibECo"); this impairment charge was recorded
as “Impairment of subsidiary assets” in the Consolidated Statements of Income and included in income from continuing
operations. This impairment charge was comprised of the following (in thousands of dollars):

Category Impairment Amount
Licensing agreements $3,681
Severance 615
Rent 550
Property, plant and equipment 363
Other 484
Total 55,693

Fair value for the licensing agreements was determined by discussions with potential buyers while the other categories of
items were individually analyzed and adjusted accordingly. There have not been any additional gains or losses recorded
from the subsequent sale of TibECo assets. The Company does not expect to record any future material gains or losses
on TibECo assets not yet sold.

Financial Instruments

The Company has evaluated the fair value of those assets and liabilities identified as financial instruments under SFAS
No. 107, “Disclosures about Fair Value of Financial Instruments.” The Company estimates that fair values generally
approximated carrying values at May 3, 2003, April 27, 2002 and April 28, 2001. Fair values have been determined
through information obtained from market sources and management estimates.
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New Accounting Pronouncements

In April 2002, the Financial Accounting Standards Board (“FASB") issued SFAS No. 145, “Rescission of FASB Statements
No. 4, 44 and 64, Amendment of FASB Statement No. 13 and Technical Corrections.” SFAS No. 145 rescinds FASB
Statement No. 4, “Reporting Gains and Losses from Extinguishment of Debt,” and an amendment of that Statement, FASB
Statement No. 64, “Extinguishments of Debt Made to Satisfy Sinking-Fund Requirements.” This Statement also amends
FASB Statement No. 13, “Accounting for Leases,” to eliminate an inconsistency between the required accounting for sale-
leaseback transactions and the required accounting for certain lease modifications that have economic effects that are
similar to sale-leaseback transactions. This Statement also amends other existing authoritative pronouncements to make
various technical corrections, clarify meanings, or describe their applicability under changed conditions. The Company
does not expect that this Statement will have a significant effect on its operating results.

In June 2002, SFAS No. 146, “Accounting for Costs Associated with Exit or Disposal Activities,” was issued by the FASB.
SFAS No. 146 addresses financial accounting and reporting for costs associated with exit or disposal activities and
nullifies Emerging Issues Task Force Issue No. 94-3, “Liability Recognition for Certain Employee Termination Benefits and
Other Costs to Exit an Activity (including Certain Costs Incurred in a Restructuring).” The provisions of this Statement
became effective for exit or disposal activities initiated after December 31, 2002. The Company followed the guidance
provided in this Statement in the third quarter of fiscal 2003 when calculating the impairment charge related to certain
assets of Handleman Online, the Company’s e-commerce subsidiary, as discussed earlier.

In December 2002, SFAS No. 148, “Accounting for Stock-Based Compensation — Transition and Disclosure,” an
amendment of SFAS No. 123, “Accounting for Stock-Based Compensation,” was issued by the FASB. SFAS No. 148
provides transition guidance for those entities that elect to voluntarily adopt the accounting provisions of SFAS No, 123,
whereby the costs of employee stock options are expensed. As previously announced, the Company will adopt this
Statement and expense stock options in accordance with the provisions of SFAS No. 123 effective as of the beginning
of fiscal 2004. This change in accounting principle will be reported using the prospective method as defined in SFAS
No. 148.

In April 2003, SFAS No. 149 “Amendment of Statement 133 on Derivative Instruments and Hedging Activities,” was
issued by the FASB. SFAS No. 149 amends and clarifies financial accounting and reporting for derivative instruments
and hedging activities. The Company does not expect that SFAS No. 149 will have a significant effect on its operating
results.

In May 2003, SFAS No. 150 “Accounting for Certain Financial instruments with Characteristics of both Liabilities and
Equity,” was issued by the FASB. SFAS No. 150 establishes standards for how an issuer classifies and measures certain
financial instruments based on whether such financial instruments embody an obligation of the issuer. The Company
is evaluating the impact of this Statement and does not expect that SFAS No. 150 will have a significant effect on the
consolidated financial position and results of operations of the Company.

In November 2002, the Financial Accounting Standards Board issued FASB Interpretation No. 45 (“FIN 45"), “Guarantor’s
Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others,” an
interpretation of FASB Statements No. 5, 57 and 107 and rescission of FASB Interpretation No. 34. FIN 45 elaborates
on the disclosures to be made by a guarantor about its obligations under certain guarantees and clarifies that a guarantor
is required to recognize, at the inception of certain guarantees, a liability for the fair value of the obligation undertaken
in issuing those guarantees. The Company guarantees certain liabilities for wholly-owned subsidiary companies, which
are included in the consolidated financial statements of the Company or disclosed in the Contractual Cash Obligation
and Commitments table in the Liquidity and Capital Resources section of the Company’'s Management's Discussion and
Analysis of Financial Condition and Results of Operations. See Note 10 of Notes to Consolidated Financial Statements
for additional disclosures related to commitments and contingencies.

In January 2003, the Financial Accounting Standards Board issued FASB Interpretation No. 46 (“FIN 46"), “Consolidation
of Variable Interest Entities,” an interpretation of ARB No. 51. FIN 46 provides guidance on the identification of entities for
which control is achieved through means other than through voting rights and how to determine when and which business
enterprises should consolidate a variable interest entity. The Company has evaluated FIN 46 and does not expect this
interpretation to have a significant impact on its operating results.
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2. Restatement of Previously lssued Financial Statements

The accompanying consolidated financial statements for fiscal years 2002 and 2001 have been restated to recognize
revenues upon customer receipt rather than at the time of shipment to reflect when risk of ownership is effectively
transferred to the Company's customers. In addition, and as discussed in Note 10 of Notes to Consolidated Financial
Statements, the Company has revised the accounting for two vendor contracts negotiated by a subsidiary of the
Company during fiscal 2001. The Company has also reclassified costs associated with acquiring and preparing inventory
for distribution from selling, general and administrative expenses to direct product costs for fiscal years 2002 and 2001,
to conform to the presentation adopted in fiscal 2003.

As a result of the aforementioned, the Company has restated its financial statements as of and for the two years ended
April 27, 2002 and April 28, 2001 as well as the quarterly periods within the fiscal years ended May 3, 2003 and April
27, 2002 (see Note 11 of Notes to Consolidated Financial Statements). The cumulative impact of the change in method
for revenue recognition was reflected as an adjustment to beginning retained earnings as of April 29, 2000.

The following summarizes the adjustments for the changes described earlier for the fiscal years ended April 27, 2002

and April 28, 2001:

Consolidated Statements of Income 2002 2001
Revenues, previously reported $1,337,516 $1,192,979

Adjustments for: |

Revenue recognition (11,810) (3,515)

Vendor contracts - {987)
Revenues, restated 1,325,706 1,188,477
Direct product costs, previously reported 1,039,589 896,809

Adjustments for:

Revenue recognition (10,980) {2,640)

Vendor contracts (396) (219)

Reclassification of inventory related costs 10,860 11,074
Direct product costs, restated 1,039,073 905,024
Selling, general and administrative

expenses, previously reported 238,263 224,406

Adjustments for:

Revenue recognition (117) {164)

Reclassification of inventory related costs (10,860) (11,074)
Selling, general and administrative

expenses, restated 227,286 213,168
interest expense net, previously reported 4,183 2,632

Adjustments for:

Vendor contracts 51 113
Interest expense net, restated 4,234 2,745
Income before income taxes and

minority interest, previously reported 49,788 69,132

Adjustments for:

Revenue recognition (713) (711)

Vendor contracts 345 (881)
Income before income taxes and

minority interest, restated 49,420 67,540
Income tax expense, previously reported (13,217) {26,379)

Adjustments for:

Revenue recognition 288 255

Vendor contracts (124) 316
Income tax expense, restated (13,053) (25,808)
Net income, previously reported 37,118 42,031

Adjustments for:

Revenue recognition {425) {456)

Vendor contracts 221 (565)
Net income, restated S 36,914 $ 41,010

'75" Handleman Company 2003
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Net income per share - basic, previously

reported
Adjustments for:
Revenue recognition
Vendor contracts

Net income per share - basic, restated

Net income per share - diluted, previously
reported
Adjustments for:
Revenue recognition
Vendor contracts

Net income per share - diluted, restated

Consolidated Balance Sheets

Accounts receivable, previously reported
Adjustments for:
Revenue recognition

Accounts receivable, restated

Merchandise inventories, previously reported
Adjustments for:
Revenue recognition
Vendor contracts

Merchandise inventories, restated

Total assets, previously reported
Adjustments for:
Revenue recognition
Vendor contracts

Total assets, restated

Accrued and other liabilities, previously
reported
Adjustments for:
Revenue recognition
Vendor contracts

Accrued and other liabilities, restated

Other liabilities, previously reported
Adjustments for:
Vendor contracts

Other liabilities, restated

2002 2001
S 139 S 154
(.02) (.02)
.01 (.02)
1.38 1.50
1.39 1.53
(.02) {.02)
.01 {.02)
1.38 1.49
$274,490 $265,280
(28,616) {16,853)
245,874 248 427
126,145 113,348
24,294 13,353
207 550
150,646 127,251
605,503 590,667
(4,322) (3,500)
207 550
601,388 587,717
39,054 44,772
(2,018) (1,618)
58 {66)
37,094 43,088
13,331 15,316
492 1,181
13,823 16,497
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3. Goodwill and [ntangible Assets

Goodwill

Beginning in fiscal 2003, the Company adopted SFAS No. 142, “Goodwill and Intangible Assets.” SFAS No. 142
changed the accounting for goodwill and other intangible assets with indefinite lives from an amortization approach
to a non-amortization (impairment) approach. SFAS No. 142 required amortization of goodwill recorded in connection
with previous business combinations to cease upon adoption of the Statement. The Company analyzed the impact of
SFAS No. 142 on its consolidated financial position and results of operations and determined that no adjustment to the
carrying value of goodwill was required upon adoption of this statement. The Company will perform impairment analyses
for goodwill and other intangible assets with indefinite lives on an annual basis going forward. Adoption of SFAS No. 142
resulted in an increase in net income of approximately $1,080,000 in fiscal 2003.

Goodwill represents the excess of consideration paid over the estimated fair values of net assets of businesses
acquired. Goodwill included in the Consolidated Balance Sheets as of May 3, 2003, April 27, 2002 and April 28,
2001 was $3,406,000, $13,942,000 and $19,609,000, respectively, which were net of amortization of $1,224,000,
$21,212,000 and $15,756,000, respectively. In fiscal years 2002 and 2001, these assets were being amortized using
the straightline method over periods ranging from four to 15 years.

The following table presents the proforma effects on the Company’s net income and earnings per share in fiscal years
2003, 2002 and 2001 had goodwill amortization expense, net of income taxes, been excluded in all years presented
herein (in thousands of dollars except per share data):

2002 2001
2003 Restated Restated
Net income $27,671 $36,914 $41,010
Add back goodwill amortization - 4,899 4,342
Adjusted net income _ 527671 541,813 545,352
Basic earnings per share:
Net income S 1.06 S 1.38 $ 150
Goodwill amortization - .19 .16
Adjusted net income S 106 S 157 S 166
Diluted earnings per share:
Net income $ 1.06 S 1.38 S 149
Goodwill amortization - .18 .16
Adjusted net income S 1.06 S 156 S 165

The following table summarizes the changes in the carrying amount of goodwill by reportable segments for the fiscal year
ended May 3, 2003 (in thousands of dollars):

H.E.R. NCE Total

Balance as of April 27, 2002 $3,406 $ 10,536 $13,942
Goodwill acquired during year - 6,351 6,351
Impairment loss - (119) (119)
Goodwill written off related to

sale of business unit - (16,768) (16,768)
Balance as of May 3, 2003 $3,406 S - $ 3,406
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Acquired Rights

The Company, principally in its proprietary product business, acquires rights to video licenses giving it the exclusive
privilege to manufacture and distribute such products. The cost of acquired rights includes advances paid to licensors
and costs to create a master to be used for duplication. The acquired rights are amortized based upon the sales volume
method over a period which is the lesser of the terms of the agreements or the products’ estimated useful fives. On
a regular basis, the Company performs analyses comparing the carrying value of its acquired rights with the expected
future economic benefit of these assets. Based on such analyses, the Company adjusts, if necessary, the value of its
acquired rights.

On a monthly basis, management evaluates video licenses to determine if balances are in a prepaid or payable status.
Such agreements result in a payable status when, due to sales volume, the Company has fully expensed advances made
to acquire or license products and additional royalties are owed to licensors. Royalties payable to licensors are classified
as accrued royalties and included in “Accrued and other liabilities” in the Consolidated Balance Sheets.

In addition, some agreements with licensors are structured such that payments of advances are due in installments. In
these instances, future contractual advances owed to licensors are also classified as accrued royalties and included in
“Accrued and other liabilities” in the Consolidated Balance Sheets, with the corresponding assets included in “Intangible
assets, net.”

The following is a summary of accrued royalties (in thousands of dollars):;

Fiscal Years Amount
2003 §3,112
2002 7,098
2001 10,485

The following information relates to intangible assets subject to amortization (in thousands of dollars):

May 3, 2003 April 27, 2002 April 28, 2001
Gross Gross Gross
Amortized Carrying Accumulated Carrying Accumulated Carrying Accumutated
intangible Assets Amount Amortization Amount Amortization Amount Amortization
License advances $65,493 S41,347 S 74243 $34,744 S 96,128 $46,471
Masters 33,794 13,225 45,786 18,087 36,525 12,001
Non-compete
agreements - - 910 894 910 799
Total $99,287 $54,572 $120,939 $53,725 $133,563 559,271
May 3, 2003 April 27, 2002 April 28, 2001
Weighted Avg. Weighted Avg. Weighted Avg.
Amortized Net Amortization Net Amortization Net Amortization
Intangible Assets Amount Period Amount Period Amount Period
License advances $24,146 100 mos. $39,499 95 mos. $49,657 98 mos.
Masters 20,569 90 mos. 27,699 83 mos. 24,524 85 mos.
Non-compete
agreements - - 16 120 mos. 111 120 mos.
Total 544,715 96 mos. $67,214 80 mos. $74,292 93 mos.
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The following is a summary of aggregate amortization expense (in thousands of dollars):

Fiscal Years Amount
2003 $22,456
2002 17,983
2001 13,087

The following table summarizes estimated amortization expense (in thousands of dollars):

Fiscal Years Amount
2004 $15,913
2005 7,594
2006 6,766
2007 6,493
2008 5,091

The Company does not have any intangible assets, other than goodwill, which are not subject to amortization.

4, Segment Information

The Company has determined, using the management approach, that it operates in two business segments: Handleman
Entertainment Resources provides category management and distribution services of music products to select mass
merchants, and North Coast Entertainment encompasses the Company’s proprietary activities, which markets video
products on DVD and VHS formats.

The accounting policies of the segments are the same as those described in Note 1, “Accounting Policies.” Segment
data includes intersegment revenues, as well as a charge allocating all corporate costs to the operating segments. The
Company evaluates performance of its segments and allocates resources to them based on income before interest,
income taxes and minority interest (“segment income”).

The tables below present information about reported segments for the years ended May 3, 2003, April 27, 2002 and

April 28, 2001 (in thousands of dollars):

Fiscal 2003:

Revenues, external customers
intersegment revenues
Segment income

Impairment of subsidiary assets
Total assets

Capital expenditures

Fiscal 2002, restated:

Revenues, external customers
Intersegment revenues
Segment income

Impairment of subsidiary assets
Total assets

Capital expenditures

Fiscal 2001, restated:

Revenues, external customers
Intersegment revenues
Segment income

Total assets

Capital expenditures

Handleman Company 2003

R R R ——————————

H.E.R. NCE Total
$1,247,500 $109,845 $1,357,345
- 17,037 17,037
61,399 7,343 68,742
(5,066) (28,034) (33,100
476,127 1,597 557,724
16,386 418 16,804

H.E.R. NCE Total
$1,201,571 $123,725 §1,325,296
- 20,221 20,221
63,832 {5,569} 58,263
- (5,693) (5,693)
509,928 164,541 674,469
29,086 2,400 31,486

H.ER. NCE Jotal
$1,061,804 $126,584 $1,188,388
- 13,840 13,840
65,922 2,993 68,915
495,710 185,533 681,243
22,011 4,492 26,503
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A reconciliation of total segment revenues to consolidated revenues, total segment income to consolidated income before
income taxes and minority interest, and total segment assets to consolidated assets as of and for the years ended
May 3, 2003, April 27, 2002 and April 28, 2001 is as follows (in thousands of dollars):

Revenues
Total segment revenues
Corporate rental income
Elimination of intersegment revenues

Consolidated revenues

Income Before Income Taxes and Minority Interest
Total segment income for reportable segments
Impairment of subsidiary assets
Interest income
Interest expense
Unallocated corporate income
Consolidated income before income taxes and

minority interest

Assets
Total segment assets
Elimination of intercompany receivables
and payables

Consolidated assets

2002 2001

2003 Restated Restated
$1,374,382 $1,345,517  $1,202,228
584 410 89
(17,037 (20,221) (13,840)
51,357,829 $1,325,706 $1,188,477
S 68,742 $ 58263 S 68915
(33,100} (5,693) -
1,360 991 1,844
(1,678) (5,225) {4,589)
1,44 1,084 1,370
S 36,766 S 49420 S 67540
S 557,724 S 674,469 S 681,243
(32,160) (73,081) {93,526)
S 525564 S 601388 S 587,717

Revenue and longived asset information by geographic area, which is based upon the country in which the legal
subsidiary is domiciled, as of and for the years ended May 3, 2003, April 27, 2002 and April 28, 2001 are as follows

{in thousands of dollars):

Revenues
2002 2001
2003 Restated Restated
United States $1,044,773 $1,066,089 $1,024,942
United Kingdom 198,255 149,169 57,319
Canada 102,953 81,017 86,388
Other foreign 11,948 19,431 19,828
$1,357,929 $1,325,706 $1,188,477
Long-Lived Assets

2003 2002 2001
United States $106,813 $142,437 $143,248
United Kingdom 7,647 5,942 3,628
Canada 3,461 3,553 3,866
Other foreign 409 4616 5,374
$118,330 $156,548 $156,116

For the years ended May 3, 2003, April 27, 2002 and Aprit 28, 2001, Wal-Mart Stores, Inc., accounted for approximately
51 percent, 49 percent and 44 percent of the Company’s revenues, respectively, while Kmart Corporation, an entity which
recently emerged from Chapter 11 bankruptcy, accounted for approximately 27 percent, 30 percent and 34 percent of
the Company’s revenues, respectively. The discontinuance of, or a significant unfavorable change in, the relationships
with either of the Company’s two largest customers would have a materially adverse effect upon the Company’s future
revenues and earnings. Approximately 99 percent, 98 percent and 99 percent of the combined revenues for these two
customers are included in the H.E.R. segment for the years ended May 3, 2003, April 27, 2002 and April 28, 2001,
respectively. Collectively, these customers accounted for approximately 81 percent, 71 percent and 74 percent of
accounts receivable at May 3, 2003, April 27, 2002 and April 28, 2001, respectively.
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8. Pension Plan

The Company has two principal retirement plans which cover substantially all fulltime U.S. employees. The benefit
obligation, fair value of plan assets, funded status, net periodic benefit cost and the amount that is recorded in the

Company’s Consolidated Balance Sheets at May 3, 2003, April 27, 2002 and April 28, 2001 for these plans are as
follows (in thousands of doflars):

2003 2002 2001
Change in projected benefit obligation:
Benefit obligation at beginning of year $38,366 $33,474 $24,684
Service cost 1,537 1,421 1,148
Interest cost 2,620 2,527 2,159
Amendments - 1,591 1,263
Actuarial loss 4,054 366 5,229
Benefits paid (1,592) (1,013) {1,009)
Benefit obligation at end of year $44.985 $38,366 $33.474
Change in plan assets:
Fair value of plan assets at beginning of year $22,141 $20,430 $20,174
Actual return on plan assets 239 800 113
Net realized (loss) gain on the sale of assets {192) (643) 1,117
Unrealized depreciation (120) (403) {1,125)
Company contributions 4,668 2,970 1,160
Benefits paid {1,592) (1,013) {1,009)
Fair value of plan assets at end of year _$25,144 522,141 $20,430
Funded status at end of year $(19,841) $(16,225) $(13,044)
Unrecognized net loss from past experience
different from that assumed 13,954 8,152 5,834
Unrecognized net gain from excess funding (14) (133) (252)
Unrecognized prior service cost 2,463 2,883 1,705
Minimum pension liability (6,548) - -
Accrued benefit cost S (9.986) S (5,323) S (65,757)

Assumptions used in determining the actuarial present value of the projected benefit obligation included a weighted average
discount rate of 6.5% for 2003, 7.25% for 2002 and 7.25% for 2001, and a rate of increase in future compensation
levels of 5% for all years. Components of net periodic benefit cost are as follows (in thousands of dollars):

2003 2002 2001
Service cost S 1,637 S 1,421 S 1,148
Interest cost 2,620 2,527 2,159
Expected return on plan assets {2,020) (1,874) (1,744)
Amortization of unrecognized transition
asset, prior service cost and actuarial gain 647 627 135
Net periodic benefit cost S 2,784 S 2,701 $ 1698

The expected long-term rate of return on assets was 8.25% for 2003 and 2002, and 8.5% for 2001. Plan assets are
invested in various pooled investment funds and mutual funds maintained by the Plan trustee, as well as Handleman

Company common stock valued at $1,248,000 at May 3, 2003, $906,000 at April 27, 2002 and $835,000 at
April 28, 2001.
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6. Debt

The Company has an unsecured $170,000,000 revolving credit agreement with a consortium of banks, which was
amended during fiscal 2003 to extend the facility through August 2005. At May 3, 2003, borrowings available under
the credit agreement were $166,639,000 after $3,361,000 of outstanding letters of credit. The Company had no
borrowings outstanding at that date. The Company may elect to pay interest under a variety of formulae tied principally
to either prime or “LIBOR.” As of May 3, 2003, the interest rate was 2.31%. The weighted average amount of borrowings
outstanding under the credit agreement were $18,803,000, $73,020,000 and $5,430,000 for the years ended May 3,
2003, April 27, 2002 and April 28, 2001, respectively. The weighted average interest rates under the credit agreement
were 3.46% for the year ended May 3, 2003, 3.73% for the year ended April 27, 2002 and 6.85% for the year ended
April 28, 2001.

The borrowing base under the revolving credit agreement is limited to the lesser of {a) $170,000,000, or {(b) 80% of
the net accounts receivable balances plus 100% of the cash balances of United States companies, Handleman Canada
and Handleman UK; however, Handleman Canada and Handlieman UK balances are included only to the extent of their
intercompany balances.

In fiscal 1995, the Company entered into a $100,000,000 senior note agreement, as amended, with a group of insurance
companies. The remaining note bears an interest rate of 8.84%. Scheduled maturities and fair market value for the
senior note agreement as of May 3, 2003 are as follows (in thousands of dollars):

2004 $3,571
2005 3,571
Carrying value - 57,142
Fair market value §7.430

The revolving credit and senior note agreements contain certain restrictions and covenants, relating to, among others,
minimum debt service ratio, maximum leverage ratio and minimum consolidated tangible net worth. As of May 3, 2003,
the Company was in compliance with these various provisions.

Interest expense for the years ended May 3, 2003, April 27, 2002 and April 28, 2001 was $1,678,000, $5,224,000
and $4,589,000, respectively. Interest paid for the years ended May 3, 2003, April 27, 2002 and April 28, 2001 was
$1,823,000, $5,416,000 and $4,575,000 respectively.
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7. Income Taxes

The domestic and foreign components of income before income taxes and minority interest for the years ended May 3,
2003, April 27, 2002 and April 28, 2001 are as follows (in thousands of dollars):

2002 2001
2003 Restated Restated
Domestic $37.204 $57,688 $71,691
Foreign (438} (8,268} (4,151)
income before income taxes and
minority interest $36,766 $49,420 $67,540

Provisions for income taxes for the years ended May 3, 2003, April 27, 2002 and April 28, 2001 consist of the following
{in thousands of dollars):

2002 2001

2003 Restated Restated

Currently payable:
Federal $4,514 $14,856 $23,943
Foreign 238 2,557 2,039
State and other 484 333 3,740

Deferred, net:

Federal 2,635 (1,335) (1,145)
Foreign 644 (4,347) (2,758)
State and other 946 989 (11)
59,461 $13,053 $25,808

The following table provides a reconciliation of the Company's resulting income tax from the statutory federal income tax
(in thousands of dollars):

2002 2001

2003 Restated Restated

Federal statutory income tax $12,868 $17,298 $23,639

State and local income taxes 942 666 2,243

Effect of foreign operations (1,698) (1,994) (5,327)
Effect of domestic subsidiary not consolidated

for tax purposes - (4,389) 4,485

Utilization of capital loss carryforward (2,571) - -

Other (80) 1,472 768

Resulting income tax $ 9,461 513,053 $25.808

Items that gave rise to significant portions of the deferred tax accounts at May 3, 2003, April 27, 2002 and
April 28, 2001 are as follows (in thousands of dollars):

May 3, 2003 April 27, 2002 April 28, 2001
Deferred Tax  Deferred Tax Deferred Tax Deferred Tax Deferred Deferred Tax
Assets Liabilities Assets Liabilities Tax Assets Liabilities
Allowances S 9,635 S 9,691 $12,531 S 5,279 $14,146 $ 5,202
Carryover losses 12,448 - 13,127 - 14,594 -
Employee benefits 3,697 1,287 5,887 682 4,795 56
Property and equipment 373 7,580 732 6,581 1,163 5,666
Inventory 935 650 127 701 178 538
Other 6,008 581 6,565 520 3,710 347
33,096 19,789 38,969 13,763 38,586 11,809
Valuation allowance (2,953) - (6,200) - (11,600) -
Net $30,143 519,789 $32,769 $13,763 526,986 S11,809
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The Company has net operating loss carryforwards for tax purposes of approximately $31,000,000, which do not expire.
A valuation allowance is provided when it is more likely than not that some portion or all of the deferred tax assets will not
be reatized. The Company has valuation allowances recognized at May 3, 2003 related to approximately $7,800,000
of certain of its loss carryforwards. Valuation allowances in all fiscal years primarily related to operating and capital loss
carryforwards, and decreases in the allowances principally related to carryforwards utilized during the fiscal year against
which valuation allowances had been previously provided.

The Company has foreign tax credit carryforwards of approximately $4,900,000, which will expire in 2007 through
2008,

Income taxes paid in fiscal years 2003, 2002 and 2001 were approximately $6,093,000, $19,042,000 and
$26,867,000, respectively.

8. Property and Equipment

Property and equipment consists of the following (in thousands of doliars);

2003 2002 2001
Land S 830 S 1,233 S 1,233
Buildings and improvements 13,087 14,681 14,621
Display fixtures 32,876 38,030 34,627
Computer hardware and software 35,195 51,465 39,083
Equipment, furniture and other 33,073 32,042 29,219
115,061 137,451 118,783
Less accumulated depreciation 59,328 69,744 61,896
S 55,733 S 67,707 S 56,887

9. Stock Plans

During fiscal 2002, the Company's shareholders approved the adoption of the Handleman Company 2001 Stock Option
and Incentive Plan (the “Plan”), which authorized the granting of stock options, performance shares and restricted stock.
The Company’s 1998 Performance Incentive Plan continues in effect for outstanding awards under the Plan.

The maximum number of shares of stock which may be issued under the 2001 Stock Option and Incentive Plan is
1,600,000 shares. In fiscal years 2003 and 2002, the Company issued 196,150 and 188,400 performance shares, net
of forfeitures, of its common stock, respectively, under the Plan. The performance shares issued in fiscal years 2003
and 2002 will be distributed to the participants if certain fixed performance criteria are satisfied by April 30, 2005 and
May 1, 2004, respectively. After deducting restricted stock, options and performance shares issued or granted under
the Plan since adoption in September 2001, 1,131,975 shares of the Company’s stock are available for use under the
Plan as of May 3, 2003.

No additional shares of restricted stock were issued to employees during fiscal 2003. The remaining shares of previously
issued restricted stock vested with recipients during fiscal 2002. Compensation expense recorded in fiscal years 2002
and 2001 related to the restricted stock awards was $93,000 and $448,000, respectively.
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Information with respect to options outstanding under the previous and current stock option plans, which have various
terms and vesting periods as approved by the Compensation and Stock Option Committee of the Board of Directors, for
the years ended April 28, 2001, April 27, 2002 and May 3, 2003 is set forth below. Options were granted during such
years at no less than fair market value at the date of grant.

Number Weighted
of Shares Average Price
Balance as of April 29, 2000 1,407,027 $10.55
Granted 499,594 10.31
Terminated (171,899) 12.39
Exercised {(55,069) 6.96
Balance as of April 28, 2001 1,679,653 10.42
Granted 406,080 15.20
Terminated (106,338) 11.59
Exercised {576,616) 9.59
Balance as of April 27, 2002 1,402,779 12.16
Granted 439,700 11.87
Terminated (199,912) 12.95
Exercised (495,498) 9.86
Balance as of May 3, 2003 1,147,069 12.89
Number of shares exercisable
as of May 3, 2003 450,643 12.97

The following table relates to the Company’s outstanding and exercisable stock options as of May 3, 2003:

Total Options Qutstanding Currently Exercisable Options
Number Weighted Avg. Number

Exercise Price of Weighted Avg. Remaining of Weighted Avg.

Range Shares Exercise Price Contractual Life Shares Exercise Price
$6.53-59.99 11,683 S 7.58 74 mos. 9,017 S 7.18
$10.00-512.99 695,908 11.42 94 mos. 228,894 11.32
$13.00-515.75 439,478 15.37 77 mos. 212,732 14.98
Total 1,147,069 12.8% 87 mos. 450,643 12.97

In fiscal 2002, the Company's shareholders approved the adoption of the Handleman Company 2001 Employee Stock
Purchase Plan ("ESPP"). The ESPP provides for the grant to eligible employees of the right to purchase common stock
of the Company, through payroll deductions, at a price equal to 85% of the lesser of the fair market value of the stock on
(a) the first day of an offering period, or (b} the last day of the period. Under the terms of the ESPP, eligible employees
may elect to have up to 10% of their regular base earnings withheld to purchase Company stock, with a maximum not
to exceed $25,000 for each calendar year. The Company has reserved 700,000 shares of common stock for issuance
under the ESPP. As of May 3, 2003, the Company had $108,000 of employee withholdings, included in “Accrued and
other liabilities” in the Consolidated Balance Sheets, to be used to purchase Company stock. Through May 3, 2003,
28,868 shares have been issued to employees under the ESPP since its inception.
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10. Commitments and Contingencies

Lease Commitments

The Company, in the normal course of business, enters into non-cancelable operating leases and other commitments
primarily related to buildings and other equipment which expire in various years. Future minimum payments related to
these operating leases and commitments are as follows (in thousands of dollars):

Fiscal Years Amount
2004 $9,793
2005 6,353
2006 2,180
2007 1,491
2008 974

Thereafter 5,391

Rental expense from operating leases and commitments was $11,377,000, $9,948,000 and $10,196,000 in fiscal
years 2003, 2002 and 2001, respectively.

Guarantees

In November 2002, the Financial Accounting Standards Board issued FIN 45, “Guarantor's Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others.” FIN 45 elaborates on the
disclosures to be made by a guarantor about its obligations under certain guarantees and clarifies that a guarantor is
required to recognize, at the inception of certain guarantees, a liability for the fair value of the obligation undertaken
in issuing those guarantees. The Company guarantees certain liabilities for wholly-owned subsidiary companies, which
are included in the consolidated financial statements of the Company. The Company does not have any guarantees of
uncensolidated affiliates or third party debt requiring disclosure under the provisions of FIN 45,

The Company had approximately $3.4 million in letters of credit associated with the requirement to fund certain
expenditures related to workers compensation benefits as of May 3, 2003.

Litigation

In January 2002, Kmart Corporation filed for Chapter 11 bankruptcy protection and requested that the Bankruptcy
Court designate Handleman Company and several other companies “critical trade vendors.” The court approved this
designation, and Handleman received $49.0 million in payment of Kmart's obligations. In Aprit 2003, the United States
District Court ruled that the Bankruptcy Court’s designation regarding critical trade vendors was not appropriate under
the Bankruptcy Code. The District Court’s order did not require repayment of the amounts received by the critical trade
vendors. Kmart immediately appealed the District Court’s ruling to the United States Court of Appeals. Handleman
Company subseguently was permitted to intervene and participate in that appeal. Kmart emerged from bankruptcy in May
2003. Notwithstanding its position in the appeal to the Court of Appeals, Kmart fited a complaint before the Bankruptcy
Court in June 2003, asking that the $49.0 million be reimbursed. Handleman believes that the Court of Appeals will rule
in its favor and repayment will not be required. Since no assurance can be given as to the outcome of the appeal, as it
is neither probable nor estimatable, no accrual has been recorded for this contingent liability, in accordance with SFAS
No. 5. Handleman’s position is that, as a result of being named a critical trade vendor, economic concessions were
substantially equivalent to the $49.0 million payment received.

There are no additional pending legal proceedings to which the Company or any of its subsidiaries is a party, other than
routine legal matters which are incidental to the business and the outcome of which is not expected to be material to
future results of operations, financial position and cash flows.

QOther

The Company, through its independent Audit Committee, has completed an internal review resulting from a formal SEC
investigation involving a subsidiary of the Company. The focus of the internal review involved the accounting treatment
for two separate contracts with non-music vendors negotiated by the subsidiary in fiscal 2001. Under the terms of these
contracts, the subsidiary received credits in the amounts of approximately $1.0 million each, which in turn were applied
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against the future payments to these vendors. These credits were repaid by the Company based upon a surcharge added
to future purchases from these vendors. As a resuit of the internal review, the Company has determined that the initial
credits provided under these contracts should have been accounted for as financing transactions. As described in Note
2 of Notes to Consolidated Financial Statements, the Company has restated its fiscal years 2002 and 2001 financial
statements to reflect the proper accounting for these contracts.

1L. Quarterly Financial Summary (unaudited)

As discussed in Note 2 of Notes to Consolidated Financial Statements, during the fourth quarter of fiscal 2003, the
Company identified certain adjustments that resulted in a restatement of previously issued financial statements. The
following is a summary of previously reported quarterly financial information restated to reflect the adjustments discussed
in Note 2 of Notes to Consolidated Financial Statements (in thousands of dollars except per share data):

For the Three Months Ended

‘ July 27, October 26, January 31, May 3,
iscal Year 2003 2002 2002 2003 2003
Revenues, previously reported $§270,964 $348,891 $437,595 s n/a

Adjustments for:

Revenue recognition 6,266 {(20,613) 29,751 n/a
Revenues, restated 277,230 328,278 467,346 285,075
Income (loss) before income taxes and

minority interest, previously reported 4,295 24,501 (5,849) n/a

Adjustments for:

Revenue recognition (102) (3,814} 5,479 n/a

Vendor contracts 71 48 74 n/a
Income (loss) before income taxes and

minority interest, restated 4,264 20,735 {296) 12,063
Net income, previously reported 2,694 16,033 249 n/a

Adjustments for:

Revenue recognition (79) {2,319) 3,355 n/a

Vendor contracts 46 31 48 n/a
Net income, restated S 2661 § 13,745 S 34279 S 7838
Net income per share - basic,

previously reported S .10 S 61 ] .00 S n/a

Adjustments for:

Revenue recognition - (.09) 13 n/a
Net income per share — basic, restated .10 .52 .13 .30
Net income per share - diluted,

previously reported 10 .6l .00 n/a

Adjustments for:

Revenue recognition - (.09) 13 n/a
Net income per share - diluted, restated 10 .52 13 .30

{(a) The low effective tax rate in the third quarter of fiscal 2003 primarily related to the sale of a subsidiary company
and the use of a capital loss carryforward.
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Fiscal Year 2002

Revenues, previously reported
Adjustments for: |
Revenue recognition

Revenues, restated

Income {loss) before income taxes and
minority interest, previously
reported

Adjustments for:
Revenue recognition
Vendor contracts

Income (loss) before income taxes and

minority interest, restated

Net income, previously reported
Adjustments for:
Revenue recognition
Vendor contracts

Net income, restated

Net income per share - basic,
previously reported
Adjustments for:
Revenue recognition
Vendor contracts
Net income per share — basic, restated

Net income per share - diluted,
previously reported
Adjustments for:
Revenue recognition
Vendor contracts

Net income per share - diluted, restated

For the Three Months Ended

July 28, October 27, January 31, April 27,
2001 2001 2002 2002
$261,115 §355,223 $389,903 $331,275
(4,856} {21,303) 17,168 (2,819)
256,259 333,920 407,071 328,456

5,571 24,587 3,278 16,352
(129) (4,863) 4,116 162
259 187 515 (615)

5,701 19,911 7,908 15,899

2,038 15,745 7,193% 12,142

(67) (2,998) 2,530 109

166 120 331 {395)

S 2,137 S 12,867 S 10,054% S11,856Y
S .08 S .59 S 27 S 46
(11) .10 -

- - .01 {.01)

.08 .48 .38 A5

.08 .b8 27 .45

{.10) .10 -

- - - (.01)

.08 A8 37 44

(b} The low effective tax rates in the third and fourth quarters of fiscal 2002 resulted from tax benefits recognized
primarily related to prior period losses at certain subsidiary companies for which no tax benefit was recorded in such

prior periods.

49

Adding Value to the Supply Chain



Directors

Elizabeth A. Chappell °
President
Detroit Economic Ciub

Peter J. Cline
President and Chief Operating Officer

Eugene A. Miller b

Retired Chairman of the Board

Comerica Incorporated and Comerica Bank
James B. Nicholson >°

President and Chief Executive Officer
PVS Chemicals, Inc.

Sandra E. Peterson "°

Senior Vice President, Health Businesses
Medco Health Solutions, Inc.

Dr. lrvin D. Reid
President

Wayne State University

Lioyd E. Reuss 23
Retired President
General Motors Corporation

Stephen Strome
Chairman of the Board and Chief Executive Officer

Ralph J. Szygenda

Group Vice President, Information Systems & Services

and Chief Information Officer
General Motors Corporation

David Handleman, Chairman Emeritus and one of
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Executive Offices

500 Kirts Boulevard

Troy, Michigan 48084-4142
(248) 362-4400

Investor Relations Contact
Greg Mize

Vice President, Investor Relations
{248) 362-4400, extension 211

Form 10-K

A copy of the Form 10K filed with the Securities and
Exchange Commission for the year ended May 3,
2003 is available free of charge on our website,
www.handleman.com. Written requests for Form 10-K
may be directed to Investor Relations at the Executive
Offices.

Annual Meeting

The Annual Meeting of Shareholders will be held on
October 14, 2003 at 2:00 p.m., Eastern Daylight Time,
at the Somerset Inn, 2601 West Big Beaver Road,
Troy, Michigan, 48084,

Independent Auditors
PricewaterhouseCoopers LLP
Detroit, Michigan

General Counsel

Honigman Miller Schwartz and Cohn LLP
Detroit, Michigan

Stock Listing

Location of Operations
United States, United Kingdom, Canada, Mexico, Brazil
and Argentina

Registrar of Stock and Stock Transfer Agent
Mellon Investor Services LLC

85 Challenger Road

Ridgefield Park, NJ 07660

Should you wish to communicate with Mellon Investor
Services about your common stock holdings by telephone
you may do so by calling:
U.S. Shareholders (888) 213-0965
TDD for U.S. Hearing Impaired
Shareholders {800) 231-5469
or (866) 249-2607
Foreign Shareholders (201} 329-8660
TDD for Foreign Hearing Impaired
Shareholders (201) 329-8354
If you wish to communicate with Mellon Investor Services
by e-mail you can do so by contacting them at
shrrelations@melloninvestor.com.

Shareholders can view their certificate history or make
address changes on Mellon Investor Services website
www.melloninvestor.com.

Common shares of the Company are traded on the New York Stock Exchange under the symbol “HDL.” Below is a
summary of the market price of the Company's common stock:

Fiscal Years Ended

May 3, 2003 Aprit 27, 2002
Quarter Low High Close Low High Close
First $10.22 514.75 $12.13 $11.15 $17.89 $15.01
Second 7.50 13.60 9.15 11.16 16.60 12.00
Third 9.00 13.27 11.95 10.34 15.30 11.88
Fourth 11.14 17.20 16.87 9.45 13.26 12.25

mFinfty™ and Channel of Choice™ are trademarks of Handleman Company. Other trademarks, trade names, service
marks and logos used in this Annual Report are the property of their respective owners.

The Handleman Company Annual Report is printed in the United States on recycled paper.
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